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HEALTH  MAINTENANCE  ORGANIZATION 
AMENDMENTS,  1975 


FRIDAY,  NOVEMBER  21,  1975 

U.S.  Senate, 
Subcommittee  on  Health  of  the 
Committee  on  Labor  and  Public  Welfare, 

Washington,  D.C. 
The  subcommittee  met  at  9 :30  a.m.,  in  room  4232,  Dirksen  Senate 
Office  Building,  Senator  Edward  M.  Kennedy  (chairman  of  the  sub- 
committee) presiding. 

Present :  Senators  Kennedy  and  Schweiker. 

Committee  staff  present:  Philip  Caper,  M.D.,  professional  staff 
member ;  and  Jay  B.  Cutler,  minority  counsel. 

Senator  Kennedy.  I  would  like  to  call  this  meeting  of  the  Health 
Subcommittee  to  order. 

This  is  the  first  in  a  series  of  hearings  into  proposed  amendments  to 
the  Health  Maintenance  Organization  Act  of  1973.  Today's  hearing 
will  focus  upon  the  speed,  vigor,  and  efficiency  with  which  the  Depart- 
ment of  Health,  Education,  and  Welfare  has  implemented  this  complex 
law — a  law  intended  to  implement  one  of  the  three  major  initiatives  in 
the  health  area  described  by  President  Nixon  in  1971. 

Section  1315  of  the  Health  Maintenance  Organization  Act  requires 
the  Comptroller  General  to  evaluate  the  progress  of  implementation 
of  the  HMO  program,  and  periodically  report  the  progress  of  the  pro- 
gram to  the  Congress. 

We  shall  be  particularly  interested  today  in  learning  about  the 
speed  with  which  regulations  implementing  this  program  have  been 
developed  and  promulgated ;  the  degree  of  commitment  by  the  Depart- 
ment of  Health,  Education,  and  Welfare  to  the  program  as  evidenced 
by  the  administrative  structure  and  commitment  of  personnel  and 
funds  within  the  Department  toward  achieving  the  goals  of  the  legis- 
lation ;  the  development  of  the  HMO  concept  as  a  meaningful  alterna- 
tive to  fee- for-ser vice  medicine  in  communities  throughout  the  United 
States. 

Our  first  two  witnesses  today  included  representatives  of  the  Gen- 
eral Accounting  Office,  and  representatives  of  the  Department  of 
Health,  Education,  and  Welfare. 

Senator  Schweiker.  Mr.  Chairman  ? 

Senator  Kennedy.  Senator  Schweiker  ? 

Senator  Schweiker.  The  delivery  of  adequate  health  care  to  our 
citizens  is  a  paramount  concern  of  this  committee.  Excessive  expendi- 
tures under  medicare  and  medicaid,  and  problems  in  the  cost,  avail- 
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ability,  and  quality  of  medical  care  have  become  too  great  for  public 
policy  to  ignore. 

For  a  time,  Federal  policy  attempted  to  deal  with  these  problems 
symptomatically,  establishing  supplemental  delivery  programs  where 
care  was  unavailable,  and  financing  programs  for  the  elderly  and  poor. 
It  has  now  become  clearer  that  our  problems  stem  from  deeper  struc- 
tural deficiencies,  and  some  of  our  earlier  policies,  while  helpful  in 
some  respects,  have  worsened  these  deficiencies.  With  the  passage  of  the 
Health  Maintenance  Organization  Act  of  1973,  Public  Law  93-222,  the 
Federal  Government  embarked  upon  a  new  course  attempting  to 
encourage  change  in  our  health  care  system. 

In  its  report  on  the  HMO  Act,  the  Senate  Labor  and  Public  Wel- 
fare Committee  stated : 

Health  Maintenance  Organizations  assure  the  consumer  of  health  services 
access  to  a  wide  range  of  necessary  health  services.  HMO's,  if  effectively  de- 
signed, largely  eliminate  many  of  the  problems  presented  by  the  prevalent 
fragmented  solo  practice  model.  Too  often,  in  the  existing  system  of  medical 
practice,  patients  must  seek  uncoordinated  care  from  various  specialists  who 
may  be  scattered  over  a  wide  geographic  area,  necessitating  a  number  of  time- 
consuming  visits  to  more  than  one  doctor. 

Though  the  Committee  wishes  to  strongly  emphasize  that  it  does  not  intend 
to  supplant  existing  forms  of  medical  delivery  such  as  solo  practice,  it  intends 
to  make  available  to  all  Americans  a  real  choice  with  respect  to  the  form  of 
medical  delivery  they  individually  wish  to  purchase. 

Like  any  new  governmental  concept,  the  implementation  of  the 
HMO  Act  has  encountered  difficulties.  Some  of  these  problems  stem 
from  the  administration's  difficulty  in  developing  regulations  which 
are  necessary  for  implementation.  Many,  however,  stem  from  the  pro- 
visions of  the  law  itself. 

Potential  HMO  sponsors  have  been  discouraged  by  certain  restric- 
tive provisions  of  the  HMO  law.  Employers  and  labor  unions  have 
also  publicly  criticized  provisions  of  the  HMO  law.  After  reviewing 
the  situation,  it  was  my  opinion,  along  with  many  other  Members  of 
Congress,  the  administration,  and  many  other  groups  and  individuals, 
that  the  health  maintenance  organization  law  needs  to  be  amended 
if  we  are  to  provide  health  maintenance  organizations  a  fair  oppor- 
tunity in  the  medical  marketplace  at  obtaining  both  health  care  pro- 
viders and  consumer  acceptance. 

The  amendments  cosponsored  by  Senators  Javits,  Mondale,  and  I, 
which  embody  the  recommendations  of  the  Group  Health  Associa- 
tion of  America,  the  American  Group  Practice  Association,  the  Amer- 
ican Association  of  Foundations  for  Medical  Care,  Blue  Cross  Asso- 
ciation, the  Health  Insurance  Association  of  America,  and  the  AFL- 
CIO,  would  improve  this  legislation  by  enhancing  the  ability  of  health 
maintenance  organizations  to  market  their  services  to  the  public, 
by  making  the  formation  of  HMO's  more  attractive  to  potential  spon- 
sors, and  by  incorporating  certain  changes  designed  to  improve  the 
administration  and  flexibility  of  the  law. 

Mr.  Chairman,  I  ask  that  the  prepared  statement  of  Senator  Javits 
on  the  pending  bill  be  printed  at  this  point  along  with  the  bills  and 
public  law. 
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STATEMENT  OP  HON.  JACOB  K.  JAVITS,  A  U.S.  SENATOR  PROM  THE 
STATE  OF  NEW  YORK 

Senator  Javits.  Today's  hearing  focuses  on  a  topic  of  overriding 
importance  for  the  future  of  health  care  delivery — the  HMO  amend- 
ments of  1975 — S.  1926 — which  I  joined  in  introducing  with  Senators 
Schweiker  and  Mondale.  S.  1926  would  amend  the  Health  Mainte- 
nance Organization  Act  of  1973 — Public  Law  93-222 — a  law  which 
in  great  measure  reflects  my  legislative  support  for  HMO  develop- 
ment, as  provided  for  in  bills  I  introduced,  authored,  and  cosponsored 
in  previous  Congresses. 

I  have  long  believed  in  the  important  concept  of  establishing  health 
care  delivery  systems  that  assume  both  financial  and  health  service 
responsibility  for  defined  populations — since  all  evidence  indicates 
that  they  hold  the  best  hope  for  providing  quality  comprehensive 
health  care  with  cost  containment. 

HMO's  deserve  continuing  congressional  support  and  encourage- 
ment. They  are  the  cutting  edge  of  innovation  in  health  care  delivery, 
and  their  many  forms — both  group  and  individual  practice  associa- 
tions— contain  the  seeds  for  fruitful  experimentation  and  for  evaluat- 
ing how  best  to  provide  the  total  range  of  services  that  people  need. 
To  enable  the  fledgling  HMO  movement  to  become  more  competitive 
in  the  marketplace — which  has  heretofore  been  dominated  by  tradi- 
tional health  insurance  systems  and  delivery  system  arrangements — 
it  has  become  essential  that  we  respond  to  concerns  expressed  regard- 
ing implementation  of  the  HMO  law — and  that  is  the  purpose  of  the 
pending  bill,  S.  1926. 

At  present,  HMO's  have  only  a  very  small  market  share — less  than 
10  percent — so  that  I  am  not  persuaded  by  arguments  against  vigor- 
ous and  continuing  Federal  efforts,  that  are  described  by  the  American 
Medical  Association  as  "preferential  treatment." 

However,  the  results  of  the  program  contemplated  by  the  HMO  law 
to  date  have  been  disappointing.  Only  about  one  quarter  of  the  exist- 
ing HMO's  have  sought  financial  and  technical  assistance  to  become 
certified  under  the  law;  and  few  of  the  157  funded  programs  have 
gotten  off  the  ground  and  into  the  business  of  providing  care. 

We  who  worked  for  the  enactment  of  the  HMO  law  must  seek  to 
end  the  restrictive  provisions  required  of  HMO's — and  not  of  alterna- 
tive delivery  systems — because  these  restrictions  have  not  allowed 
HMO's  to  prove  themselves  by  fair  competition.  This  is  the  goal  of 
S.  1926,  and  the  recently  passed  House  bill,  H.R.  9019. 

To  correct  the  deficiencies  that  hamstring  an  excellent  concept,  and 
a  potentially  excellent  program  of  HMO's,  these  amendments  would 
provide : 

(1)  An  identifiable,  staffed  unit  in  HEW  to  administer  the  HMO 
program,  and  to  get  the  program  moving  rapidly  and  effectively ; 

(2)  Changes  in  the  benefit  package  that  would  allow  certain 
services  to  be  transferred  from  basic  to  supplemental,  so  that  HMO's 
can  compete  in  cost  terms  with  more  conventional  insurance  schemes ; 

(3)  Provisions  for  phasing-in  of  both  the  health  services  to  be 
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provided  and  the  enrollment  of  prepaid  members,  in  order  to  facilitate 
the  startup  of  HMO's  in  communities  which  have  not  had  the  oppor- 
tunity to  identify  with  these  new  forms  of  health  care  delivery; 

(4)  Clarification  of  the  dual  choice  provisions  to  insure  the  decision 
respecting  health  care  coverage  options  in  employer-employee  re- 
lations would  continue  through  the  collective  bargaining  process; 

(5)  Believing  HMO's  from  the  requirement  to  provide  an  open 
enrollment  period — a  requirement  not  imposed  on  other  health  insur- 
ance schemes.  This  would  shield  HMO's  from  the  danger  of  adverse 
risk  selection  that  could  threaten  their  financial  viability ; 

(6)  Strengthened  provision  for  assistance,  loans,  and  loan  guaran- 
tees to  HMO's  that  serve  medically  underserved  populations. 

While  I  support  all  the  principles  underlying  these  amendments,  it 
is  important  to  evaluate  them  critically  and  effectively: 

While  HMO's  need  relief  in  tailoring  the  benefit  package  to  compete 
in  the  marketplace,  I  favor  retention  in  the  basic  benefits  package  of 
the  drug  and  alcohol  abuse  referral.  These  referral  services,  to  exist- 
ing community  facilities  for  treatment,  should  continue  and  would 
not,  in  my  judgment,  place  undue  cost  burdens  on  HMO's. 

While  sympathetic  to  the  need  to  relieve  HMO's  of  the  present 
open  enrollment  period,  and  of  the  requirement — contained  in  HEW 
regulations — that  more  than  half  of  patients  in  the  system  be  prepaid 
enrollees,  at  the  same  time,  I  am  convinced  that  this  would  best  be 
achieved  in  another  fashion.  I  would  suggest  the  development  of 
performance  standards  to  assure  that  HMO's  are  meeting  their  re- 
sponsibility to  provide  community  service.  If  we  develop  such  stand- 
ards, that  is,  specify  the  criteria  under  which  the  Secretary  can  waive 
open  enrollment  and  the  criteria  for  substantial  commitment  to 
increasing  the  proportion  of  prepaid  enrollees — the  law  per  se  will 
recognize  that  it  will  take  HMO's  time  to  gain  acceptance  in  many 
communities. 

I  am  confident  that  the  committee  will  give  careful  consideration 
to  the  testimony  and  develop  criteria  that  are  appropriate  to  allowing 
HMO's  to  grow,  while  at  the  same  time  maintaining  public 
accountability. 

[A  copy  of  S.  1926,  H.E.  9019,  and  Public  Law  93-222  follow:] 
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IN  THE  SENATE  OE  THE  UNITED  STATES 

June  12  (legislative  day,  June  6),  1975 

Mr.  Sci-iweiker  (for  himself,  Mr.  Javits,  and  Mr.  Mondale)  introduced  the 
following  bill;  which  was  read  twice  and  referred  to  the  Committee  on 
Labor  and  Public  Welfare 


A  BILL 

To  amend  title  XIII  of  the  Public  Health  Service  Act  to  revise 
and  extend  the  program  for  the  establishment  and  expansion 
of  health  maintenance  organizations. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

■2  lives  of  the  United  States  of  America  in  Congress  assembled, 

3  That  (a)  this  Act  may  be  cited  as  the  "Health  Maintenance 

4  Organization  Amendments  of  1975". 

5  (b)  Whenever  in  this  Act  an  amendment  or  repeal  is 

6  expressed  in  terms  of  an  amendment  to,  or  repeal  of,  a 

7  section  or  other  provision,  the  reference  shall  be  considered 

8  to  be  made  to  a  section  or  other  provision  of  the  Public 

9  Health  Service  Act. 

II 
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1  Sec.  2.  The  first  sentence  of  section  1301(b)  (2)  is 

2  amended  by  striking-  out  "the  organization  shall  provide" 

3  and  all  that  follows  in  that  sentence  and  inserting  in  lieu 

4  thereof  "the  organization  may  provide  to  each  of  its  members 

5  any  of  the  health  services  which  are  included  in  supplemental 

6  health  services  (as  defined  in  section  1302  (2)  ) .". 

7  Sec.  3.  (a)  The  first  sentence  of  section  1301  (b)  (3) 

8  is  amended  (1)  by  striking  out  "or  through"  and  inserting  in 

9  lieu  thereof  ",  through",  and  (2)  by  inserting  after  "(or 

10  associations)  "  the  following:  ",  or  under  arrangements  with 

11  health  professionals  who  have  contracted  with  the  health 

12  maintenance  organization  for  the  provision  of  such  services". 

13  (b)  Section  1310  (b)  (2)  is  amended  by  inserting  after 

14  "(or  associations)"  the  following:  "or  under  arrangements 

15  with  health  professionals  who  have  contracted  with  such  or- 
10  ganizations  for  the  provisions  of  such  services". 

17  Sec.  4.  Section  1301  (c)  is  amended  (1)  by  striking  out 

18  paragraph  (4),  and  (2)  by  redesignating  paragraphs  (5), 

19  (6),  (7),  (8),  (9),  (10),  and  (11)  as  paragraphs  (4), 
^0  (5),  (6),  (7),  (8),  (9),  and  ( 10) ,  respectively. 

21  Sec.  5.  (a)  Paragraph  (1)  of  section  1302  is  amended — 

22  (1)  by  striking  out  subparagraphs  (E)  and  (G), 

23  (2)  by  inserting  "and"  at  the  end  of  subparagraph 

24  (F) , 
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1  (3)  by  redesignating  subparagraphs  (F)  and  (H) 

2  as  subparagraphs  (E)  and  (F),  respectively, 

3  (4)  by  amending  subparagraph  (F)   (as  so  redes- 

4  ignated)  to  read  as  follows : 

5  -   "(F)  the  following  preventive  health  services :  (i) 

6  Immunizations,    (ii)   well-child  care  from  birth,  (iii) 

7  periodic  health  evaluations  for  adults,   (iv)  voluntary 

8  -       family  planning  services,   (v)   infertility  services,  and 

9  (vi)  children's  eye  examinations  conducted  to  deter- 

10  mine  the  need  for  vision  correction.",  - 

11  (5)  by  striking  out  "or  podiatrist"  each  place  it 

12  occurs  and  inserting  in  lieu  thereof  "podiatrists,  or  other 

13  health  care  personnel",  and 

14  (0)  by  striking  out  the  next  to  last  sentence. 

15  (b)  Paragraph  (2)  of  such  section  is  amended — 

16  (1)  by  striking  out  "(1)  (A)  or  (1)  (II)"  in 
1"  subparagraph  (B)  and  inserting  in  lieu  thereof  "(1) 

18  (F)" 

19  (2)  by  striking  out  "not  included  as  a  basic  health 

20  service  under  paragraph  (1)  (A)  or  (1)  (II) "  in  sub- 

21  paragraph  (C) , 

22  (3)  by  striking  out  "and"  at  the  end  of  subpara- 

23  graph  (E) ,  by  striking  out  the  period  at  the  end  of 

24  .  subparagraph  (F)  and  inserting  in  lieu  thereof  a  semi- 
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1  colon,  and  by  adding  after  subparagraph  (F)  the  fol- 

2  lowing : 

3  "  ( G )  home  health  services ; 

1  "(H)  referral  services  and  medical  treatment  for 

5  the  abuse  of  or  addiction  to  alcohol  or  drags;  and 

6  "  (I)  other  health  services  which  are  not  included  as 

7  basic  health  services  and  which  have  been  approved  by 

8  the  Secretary  for   delivery  as   supplemental  health 

9  services.", 

10  (1)  by  striking  out  "or  podiatrists"  each  place  it 

11  occurs  and  inserting  in  lieu  thereof  "podiatrist,  or  other 

12  health  care  personnel",  and 

13  (5)  by  inserting  before  the  last  sentence  the  fpl- 
11  lowing:  "'Tor  purposes  of  this  paragraph,  the  term 

15  'home  health  services'  means  health  services  provided 

16  at  a  member's  home  by  health  care  personnel,  as  pre- 
1"  scribed  or  directed  by  the  responsible  physician  or  other 

18  authority    designated    by    the    health  maintenance 

19  organization. 

20  Sec.  6.  (a)  (1)  Section  1301(b)  (1)  is  amended  by 


21  adding  at  the  end  thereof  the  following  new  sentence:  "The 

22  requirement  of  clause  (C)  of  the  first  sentence  shall  apply 

23  with  respect  to  a  health  maintenance  organization  on  and 
21  after  the  expiration  of  the  sixty-month  period  beginning  after 
25  the  date  the  organization  becomes  a  qualified  health  main- 
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1  tenance  organization  (within  the  meaning  of  section  1310 

2  (d)).'\ 

3  (2)    The  last  sentence   of  section   1301(b)(2)  is 

4  amended  by  inserting  after  "shall"  the  following:      on  and 

5  after  the  expiration  of  the  sixty-month  period  beginning  after 

6  the  date  the  organization  providing  the  services  becomes  a 

7  qualified   health   maintenance    organization    (within  the 

8  meaning  of  section  1310  (d)  ) ,". 

9  (3)  Section  1306(b)  is  amended  (A)  by  striking  out 

10  "and"  at  the  end  of  paragraph  (6),  (B)  by  redesignating 

11  paragraph  (7)  as  paragraph  (8),  and  (C)  by  inserting 

12  after  paragraph  (6)  the  following  new  paragraph: 

13  "(7)  the  application  contains  such  assurances  as 

14  the  Secretary  may  require  respecting  the  intent  and  the 

15  ability  of  the  applicant  to  meet  the  requirements  of 

16  paragraphs  (1)  and  (2)  of  section  1301  (b)  respecting 

17  the  fixing  of  basic  health  services  payments  and  snpplc- 

18  mental  health  services  payments  under  a  community 

19  rating  system ;  and". 

20  (b)    Section  1302(8)  (A)   is  amended  by  inserting 

21  "differences  in  marketing  costs  and"  after  "reflect". 

22  Sec.  7.  Section  1302(4)  (C)  (i)  is  amended  by  strik- 

23  ing  out  "for  a  health  maintenance  organization". 

24  Sec.  8.  (a)  Section  1304(a)  (2)  is  amended  (1)  by 

25  striking  out  "(other  than  nonprofit  private  entitles)",  and 
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1  (2)  by  striking  out  "to  serve  medically  uuderserved  popu- 

2  lations". 

3  (b)    Section  1304(b)(1)(B)    is  amended    (1)  by 

4  striking  out  "(other  than  a  nonprofit  private  entity)",  and 

5  (2)  by  striking  out  "which  will  serve  a  medically  under- 
G  served  population". 

7  (c)  Section  1305(a)  (3)  is  amended  (1)  by  striking 

8  out  "  (other  than  a  private  nonprofit  health  maintenance  or- 

9  ganization)  ",  and  (2)  by  striking  out      but  only  if  such 

10  health  maintenance  organization  will  serve  a  medically  un- 

11  derserved  population". 

12  (d)  (1)  Section  1304  (d)  is  amended  by  adding  at  the 

13  end  the  following  new  sentence:  "In  considering  applications 
11  for  loan  guarantees  under  this  section,  the  Secretary  shall 
15  give  special  consideration  to  applications  for  projects  for 
1(3  health  maintenance  organizations  which  will  serve  medically 

17  uuderserved  populations.", 

18  (2)  Section  1305  is  amended  b}^  adding  at  the  end  there- 

19  of  the  following  new  subsection: 

20  "(f)   In  considering  applications  for  loan  guarantees 

21  under  this  section,  the  Secretary  shall  give  special  considera- 

22  tion  to  applications  for  health  maintenance  organizations 

23  which  will  serve  medically  uuderserved  populations.". 
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1  Sec.  9.  (a)  (1)  Section  1305(a)  is  amended  by  strik- 

2  ing  out  "in  the  period  of"  in  pragraphs  (1)  and  (2)  and 
o  inserting  in  lieu  thereof  "during  a  period  not  to  exceed". 
4  (2)  The  last  sentence  of  1305(b)  (1)  is  amended  to 
-  read  as  follows:  "In  any  fiscal  vear  the  amount  disbursed 
q  to  a  health  maintenance  organization  under  this  section 
tf  (either  directly  by  the  Secretary  or  by  an  escrow  agent 
g  under  the  terms  of  an  escrow  agreement  or  by  a  lender 
9  under  a  loan  guaranteed  under  this  section)  may  not  exceed 

10  $1,000,000.". 

H  (b)  Section  1307  (e)  is  amended — 

12  (1)  by  inserting  "fur  a  private  health  maintenance 

13  organization    (other  than  a  private  nonprofit  health 

14  maintenance  organization)  "  after  "ma y  be  made",  and 

15  (2)  by  inserting  "for  private  health  maintenance 

16  organizations    (other   than   private   nonprofit  health 

17  maintenance  organizations)  "  after  "guaranteed". 

18  (c)  (1)  Section  1308(a)  (1)  (A)  is  amended  by  strik- 

19  ing  out  "for  similar  loans"  and  inserting  in  lieu  thereof 

20  "for  loans  with  similar  maturities,  terms,  conditions,  and 

21  security". 

22  (2)  Section  1308(b)  (2)  (D)  is  amended  by  striking 

23  out  'loans  guaranteed  under  this  title"  and  inserting  in  lieu 

24  thereof  "marketable  obligations  of  the  United  States  of 
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1  comparable  maturities,  adjusted  to  provide  for  appropriate 

2  administrative  charges". 

3  Sec.  10.  Section  1310  is  amended— 

4  (1)  by  amending  subsection  (a)  to  read  as  follows: 

5  "  (a)  Each  employer  which  is  now  or  hereafter  required 

6  during  any  calendar  quarter  to  pay  its  employees  the  inini- 

7  mum  wage  specified  by  section  6  of  the  Fair  Labor  Standards 

8  Act  of  1938  (or  would  be  required  to  pa}T  its  employees 

9  such  wage  but  for  section  13(a)  of  such  Act),  and  which 

10  during  such  calendar  quarter  employed  an  average  number 

11  of  employees  of  not  less  than  twenty-five,  shall,  in  accordance 

12  with  regulations  which  the  Secretary  shall  prescribe,  include 

13  in  any  health  benefits  plan  offered  to  its  employees  in  th-e 

14  calendar  year  beginning  after  such  calendar  quarter  the 

15  option   of  membership   in   qualified   health  maintenance 

16  organizations  which  are  engaged  in  the  provision  of  basic 

17  and  supplemental  health  services  in  health  maintenance 

18  organization  service  areas  ill  which  at  least  twenty-five  of 

19  such  employees  reside.". 

20  (2)  by  striking  out  the  last  sentence  of  subsection 

21  (c) ,  and 

22  (3)  by  adding  after  subsection  (d)  the  following 

23  new  subsection : 

24  "(e)  (1)  (A)  Any  employer  who  fails  to  comply  with 

25  the  requirements  of  subsection  (a)  shall  be  subject  to  a 
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1  civil  penalty  of  not  more  than  $10,000.  Such  penalty  may 

2  be  assessed  by  the  Secretary  and  collected  in  a  civil  action 

3  brought  by  the  United  States  in  a  United  States  district 

4  court. 

5  "(2)  In  any  proceeding  by  the  Secretary  to  assess  a 

6  civil  penalty  under  this  subsection,  no  penalty  shall  be 

7  assessed  until  the  employer  charged  shall  have  been  given 

8  notice  and  an  opportunity  to  present  its  views  on  such 

9  charge.  In  determining  the  amount  of  the  penalty,  or  the 

10  amount  agreed  upon  in  compromise,  the  Secretary  shall 

11  consider  the  gravity  of  the  noncompliance  and  the  demon- 

12  strated  good  faith  of  the  employer  charged  in  attempting 

13  to  achieve  rapid  compliance  after  notification  by  the  Sccre- 
3  i  tary  of  a  noncompliance. 

15  "  (3)  In  the  case  of  any  civil  penalty  assessed  against 

16  any  employer  by  the  Secretary  under  this  subsection,  if  the 

17  Secretary's  determination  that  such  person  is  liable  for  such 

18  penalty  is  made  on  the  record  after  notice  and  opportunity 

19  for  hearing,  then  in  any  civil  action  to  collect  such  penalty 

20  (and  in  any  other  civil  action  reviewing  such  determination 

21  of  the  Administrator)  any  findings  of  fact  on  which  such 

22  determination  is  based  shall  be  conclusive  if  supported  by 

23  substantial  evidence  on  the  record  considered  as  a  whole. 

24  "(f)  The  term  'employer',  as  used  in  this  subsection, 
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1  docs  not  include  a  department,  agency,  or  instrumentality 

2  of  the  United  States.". 

3  Sec.  11.  Section  1312  is  amended  by  striking  out  all  of 

4  the  section  following  paragraph  (3)  of  subsection  (a)  and 

5  inserting  in  lieu  thereof  the  following:  "the  Secretary  may 

6  take  the  action  authorized  by  subsection  (b) . 

7  "(b)  (1)  If  the  Secretary  makes,  with  respect  to  any 

8  entity  which  provided  assurances  to  the  Secretary  under 

9  section  1310(d)  (1),  a  determination  described  in  subsec- 

10  tion  (a),  the  Secretary  shall  notify  the  entity  in  writing  of 

11  the  determination.  Such  notice  shall  specify  the  manner  in 

12  which  the  entity  has  not  complied  with  such  assurances  and 

13  direct  that  the  entity  initiate  (within  thirty  days  of  the  date 
1-1  the  notice  is  issued  by  the  Secretary  or  within  such  longer 

15  period  as  the  Secretary  determines  is  reasonable)  such  action 

16  as  may  be  necessary  to  bring  (within  such  period  as  the  Sec- 

17  retary  shall  prescribe)  the  entity  into  compliance  with  the 

18  assurances.  If  the  entity  fails  to  initiate  corrective  action 

19  within  the  period  prescribed  by  the  notice  or  fails  to  comply 

20  with  the  assurances  within  such  period  as  the  Secretary  pre- 

21  scribes  (A)  the  entity  shall  not  be  a  qualified  health  main- 

22  tenance  organization  for  purposes  of  section  1310  until  such 

23  date  as  the  Secretary  determines  that  it  is  in  compliance  with 

24  the  assurances,  and  (B)  each  employer  which  has  offered 

25  membership  in  the  entity  in  compliance  with  section  1310 
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1  sliall  be  notified  by  the  entity  that  the  entity  is  not  a  qualified 

2  health  niaintenance  organization  for  purposes  of  such  section. 

3  The  Secretary  shall  publish  in  the  Federal  Register  each  de- 

4  termination  referred  to  in  clause   (A)    of  the  preceding 

5  sentence. 

q  "(2)'  If  the  Secretary  makes,  with  respect  to  an  entity 

7  which  has  received  a  grant,  contract,  loan,  or  loan  guarantee 

8  under  this  title,  a  determination  described  in  subsection  (a) 

9  '  the  Secretary  may,  in  addition  to  any  other  remedies  avail- 

10  able  to  him,  bring  a  civil  action  in  the  United  States  district 

11  court  for  the  district  in  which  such  entity  is  located  to  enforce 

12  its  compliance  with  the  assurances  it  furnished  respecting  the 

13  provision  of  hasic  and  supplemental  health  services  or  its 

14  organization  or  operation,  as  the  case  may  be,  which  assur- 
L"  ances  were  made  in  connection  with  its  application  under 
1G  this  title  for  the  grant,  contract,  loan,  or  loan  guarantee/"'. 

17  Sec.  12.  Section  1307(d)  is  amended  by  adding  after 

18  and  'below  paragraph   (2)   the  following  new  sentence: 

19  "An  entity  which  provides  health  services  to  a  defined  pop- 

20  ulation  on  a  prepaid  basis  and  which  has  members  who  are 

21  enrolled  under  the  health  benefits  program  authorized  by 

22  chapter  89  of  title  5,  United  States  Code,  may  be  considered 

23  as  a  health  maintenance  organization  for  purposes  of  receiv- 

24  ing  assistance  under  this  title  if  with  respect  to  its  other 

25  members  it  provides  health  services  in  accordance. with  sec- 
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1  tion  1301  (b)  and  is  organized  and  operated  in  the  manner 

2  prescribed  by  section  1301  (c) .". 

3  Sec.  13.   (a)  (1)  Subsection  (j)  of  section  1304  is 

4  amended    (A)    by  striking  out  "the  fiscal  year  ending 

5  June  30,  1976"  and  inserting  in  lieu  thereof  "fiscal  year 

6  1978",  and  (B)  by  striking  out  "the  fiscal  year  ending 

7  June  30,  1977"  and  inserting  in  lieu  thereof  "fiscal  year 

8  1979". 

9  (2)  Subsection  (k)  (1)  of  such  section  is  amended  by 

10  striking  out  "June  30,  1975"  and  inserting  in  lieu  thereof 

11  "or  in  either  of  the  next  three  fiscal  years". 

12  (3)  Subsection  (k)  (2)  of  such  section  is  amended  by 

13  striking  out  "two  fiscal  years"  and  inserting  in  lieu  thereof 

14  "four  fiscal  years". 

15  (b)  Subsection   (d)   of  section  1305  is  amended  to 

16  read  as  follows : 

17  "(d)  No  loan  may  be  made  or  guaranteed  under  this 

18  section  after  September  30,  1980.". 

19  (c)  Section  1309  (a)  is  amended — 

20  (1)  by  striking  out  "for  the  fiscal  year  ending 

21  June  30,  1976"  and  inserting  in  lieu  thereof  "each 

22  for  the  fiscal  years  1976,  1977,  and  1978";  and 

23  (2)  by  striking  out  "for  the  fiscal  year  ending 

24  June  30,  1977"  and  inserting  in  lieu  thereof  "for  fiscal 

25  year  1979". 
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1  Sec.  14.  (a)  The  amendments  made  by  sections  2,  3,  4, 

2  5,  and  7  shall  (1)  apply  with  respect  to  grants,  contracts, 

3  loans,  and  loan  guarantees  made  under  sections  1303,  1304, 

4  and  1305  of  the  Public  Health  Service  Act  for  fiscal  years 

5  beginning  after  June  30,  1975,  (2)  apply  with  respect  to 

6  health  benefit  plans  offered  under  section  1310  of  such  Act 

7  after  such  date,  and  (3)  for  purposes  of  section  1312  take 

8  effect  July  1,  1975. 

9  (b)  The  amendments  made  by  sections  9(a)  (1)  and 

10  9  (c)  shall  apply  with  respect  to  loans  and  loan  guarantees 

11  made  under  section  1305  of  the  Public  Health  Service  Act 

12  after  June  30,  1975. 

13  (c)  (1)  The  amendment  made  by  paragraph  (1)  of 

14  section  10  shall  apply  with  respect  to  calendar  quarters  which 

15  begin  after  the  date  of  the  enactment  of  this  Act. 

16  (2)  The  amendments  made  by  paragraphs  (2)  and  (3) 

17  of  section  10  shall  apply  with  respect  to  failures  of  employers 

18  to  comply  with  section  1310(a)  of  the  Public  Health  Serv- 

19  ice  Act  after  the  date  of  the  enactment  of  this  Act. 

20  (d)  The  amendment  made  by  section  11  shall  apply 

21  with  respect  to  determinations  of  the  Secretary  of  Health, 

22  Education,  and  Welfare  described  in  section  1312  (a)  of  the 

23  Public  Health  Service  Act  and  made  after  the  date  of  the 

24  enactment  of  this  Act. 
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rn  CONGRESS  J  f  /\ 
1st  Session        JJ#    R.    9Q 1  9 


IN  THE  SENATE  OF  THE  UNITED  STATES 

November  10, 1975 
Read  twice  and  referred  to  the  Committee  on  Labor  and  Public  Welfare 


AN  ACT 

To  amend  title  XIII  of  the  Public  Health  Service  Act  to  revise 
and  extend  the  program  for  the  establishment  and  expan- 
sion of  health  maintenance  organizations. 

1  Be  it  enacted  by  the  Senate  and  House  of  Eepresenta- 

2  lives  of  the  United  States  of  America  in  Congress  assembled, 

3  That  (a)  this  Act  may  be  cited  as  the  "Health  Maintenance 

4  Organization  Amendments  of  1975". 

5  (b)  Unless  otherwise  expressly  provided,  whenever  in 

6  this  Act  an  amendment  or  repeal  is  expressed  in  terms  of  an 

7  amendment  to,  or  repeal  of,  a  section  or  other  provision,  the 

8  reference  shall  be  considered  to  be  made  to  a  section  or  other 

9  provision  of  the  Public  Health  Service  Act. 

II 
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1  Sec.  2.  (a)  Section  1301(b)  (1)  is  amended  by  add- 

2  ing  at  the  end  the  following:  "A  health  maintenance  orga- 

3  nization  may  include  a  health  service,  defined  as  a  supple- 

4  mental  health  service  by  section  1302(2),  in  the  basic 

5  health  services  provided  its  members  for  a  basic  health 

6  services  payment  described  in  the  first  sentence.". 

7  (b)    The  first  sentence  of  section  1301(b)  (2)  is 

8  amended  by  striking  out  "the  organization  shall  provide" 

9  and  all  that  follows  in  that  sentence  and  inserting  in  lieu 

10  thereof  "the  organization  may  provide  to  each  of  its  mem- 

11  bers  any  of  the  health  services  which  are  included  in  supple- 

12  mental  health  services  (as  defined  in  section  1302(2)  ) .". 

13  (c)  Section  1301  (b)  (4)  is  amended  by  striking  out 

14  "and  supplemental  health  services  in  the  case  of  the  mem- 

15  bers  who  have  contracted  therefor"  and  inserting  in  lieu 

16  thereof  "and  only  such  supplemental  health  services  as  mem- 

17  bers  have  contracted  for". 

18  Sec.  3.  (a)  (1)  The  first  sentence  of  section  1301  (b) 

19  (3)  is  amended  (A)  by  striking  out  "or  through"  and  in- 

20  serting  in  lieu  thereof  ",  through",   (B)   by  striking  out 

21  "  (or  groups)  or"  and  inserting  in  lieu  thereof  "  (or  groups) , 

22  through  an",  and  (C)  by  inserting  after  "  (or  associations)  " 

23  the  following:  ",  through  health  professionals  who  have 

24  contracted  with  the  health  maintenance  organization  for  the 

25  provision  of  such  services,  or  through  any  combination  of 
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1  such  staff,  medical  group  (or  groups) ,  individual  practice 

2  association  (or  associations) ,  or  health  professionals  under 

3  contract  with  the  organization". 

4  (2)  Section  1301  (b)  (3)  is  amended  by  adding  after 

5  the  first  sentence  the  following:  "The  services  of  the  health 
G  professionals  providing  hasic  health  services  shall  include 

7  available  and  appropriate  services  of  professional  personnel, 

8  allied  health  professions  personnel,  and  other  health  person- 

9  lid  (as  specified  in  regulations  of  the  Secretary)  for  the 

10  effective  and  efficient  delivery  of  the  basic  health  services. 

11  A  health  maintenance  organization  may  also,  during  the 

12  sixty-month  period  beginning  after  the  date  the  organiza- 

13  fion  becomes  a  qualified  health  maintenance  organization 

14  (within  the  meaning  of  section  1310(d)),  provide  basic 

15  health  services  through  an  entity  which  but  for  the  require- 

16  ment  of  section  1302(4)  (C)  (i)  would  be  a  medical  group 
1"  for  purposes  of  this  title.  After  the  expiration  of  such  period, 

18  the  organization  may  provide  such  services  through  such  an 

19  entity  only  if  authorized  by  the  Secretary  in  accordance  with 

20  regulations.  Contracts  between  a  health  maintenance  organi- 

21  zation  and  health  professionals  for  the  provision  of  basic 

22  health  services  shall  include  such  provisions  as  the  Secretary 

23  may  require  (including  provisions  requiring  appropriate  con- 

24  tinning  education).". 

25  (b)  (1)    Section  1302  (4)  (C)    is  amended    (A)  by 
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1  striking  out  clause  (iv),  (B)  by  redesignating  clause  (v)  as 

2  clause  (iv),  and  (0)  by  inserting  "and"  at  the  end  of 

3  clause  (iii) . 

4  (2)  Section  1302(5)  (B)  is  amended  (A)  by  striking 

5  out  clause  (i),  and  (B)  by  redesignating  clauses  (ii)  and 

6  (iii)  as  clauses  (i)  and  (ii) ,  respectively. 

7  (c)  (1)  Section  1310(b)  (1)  is  amended  to  read  as 

8  follows : 

9  "  (1)  one  or  more  of  such  organizations  provides 

10  basic  health  services  (A)  without  the  use  of  an  individ- 

11  ual  practice  association  and  (B)  without  the  use  of  con- 

12  tracts  (except  for  contracts  for  unusual  or  infrequently 

13  used  services)  with  health  professionals;  and". 

14  (2)  Section  1310  (b)  (2)  is  amended  to  read  as  follows : 

15  "(2)  one  or  more  of  such  organizations  provides 

16  basic  health  services  through  (A)  an  individual  practice 

17  association  (or  associations) ,  (B)  health  professionals 

18  who  have  contracted  with  the  health  maintenance  organi- 

19  zation  for  the  provision  of  such  services,  or  (C)  a  com- 

20  bination  of  such  association  (or  associations)  or  health 

21  professionals  under  contract  with  the  organization,". 

22  Sec.  4.  Section  1301  (c)  is  amended  (1)  by  striking  out 

23  paragraph    (4),  and    (2)    by  redesignating  paragraphs 

24  (5),  (6),  (7),  (8),  (9),  (10),  and  (11)  as  paragraphs 

25  (4),  (5),  (6),  (7),  (8),  (9),  and  (10) ,  respectively. 


22 


5 

1  Sec.  5.  (a)  Paragraph  (1)  of  section  1302  is  amended— 

2  ( 1 )  by  striking  out  subparagraph  (E) , 

3  (2)  by  redesignating  subparagraphs   (F) ,    (G) , 

4  and  (H)  as  subparagraphs  (E),  (F) ,  and  (G),respec- 

5  tively. 

6  (3)  by  amending  subparagraph  (G)    (as  so  re- 

7  designated)  to  read  as  follows : 

8  "  (G)   preventive  health  services   (including  (i) 

9  immunizations,   (ii)   well-child  care  from  birth,  (hi) 

10  periodic  health  evaluations  for  adults,   (iv)  voluntary 

11  family  planning  services,   (v)  infertility  services,  and 

12  (vi)  children's  eye  and  ear  examinations  conducted  to 

13  determine  the  need  for  vision  and  hearing  correction) .", 

14  and 

15  (4)  by  striking  out  "or  podiatrist"  each  place  it 

16  occurs  and  inserting  in  lieu  thereof  "podiatrist,  or  other 

17  health  care  personnel". 

18  (b)  Paragraph  (2)  of  such  section  is  amended — 

19  (1)  by  striking  out"  (1)  (A)  or  (1)  (H)  "  in  sub- 

20  paragraphs  (B)  and  (C)  and  inserting  in  lieu  thereof 

21  "(1)  (G)", 

22  (2)  by  striking  out  "and"  at  the  end  of  subpara- 

23  graph  (E) ,  by  striking  out  the  period  at  the  end  of  sub- 

24  paragraph  (F)  and  inserting  in  lieu  thereof  a  semicolon, 

25  and  by  adding  after  subparagraph  (F)  the  following: 
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1  "  (Gr)  referral  services  and  medical  treatment  for 

2  the  abuse  of  or  addiction  to  alcohol  or  drugs ;  and 

3  "(H)  other  health  services  which  are  not  included 

4  as  basic  health  services  and  which  have  been  approved 

5  by  the  Secretary  for  delivery  as  supplemental  health 

6  services.",  and 

7  (3)  by  striking  out  "or  podiatrist"  each  place  it 

8  occurs  and  inserting  in  lieu  thereof  "podiatrist,  or  other 

9  health  care  personnel". 

10  Sec.  6.  (a)  (1)  Section  1301(b)  (1)  is  amended  by 

11  adding  at  the  end  thereof  the  following  new  sentence:  "The 
L2  requirement  of  clause  (C)  of  the  first  sentence  shall  apply 
L3  with  respect  to  a  health  maintenance  organization  on  and 

14  after  the  expiration  of  the  sixty-month  period  beginning 

15  after  the  date  the  organization  becomes  a  qualified  health 

16  maintenance  organization  (within  the  meaning  of  section 

17  1310(d)).". 

18  (2)    The  last  sentence  of  section  1301(b)(2)  is 

19  amended  by  inserting  after  "shall"  the  following:  ",  on  and 

20  after  the  expiration  of  the  sixty-month  period  beginning 

21  after  the  date  the  organization  providing  the  services  be- 

22  comes  a  qualified  health  maintenance  organization  (within 

23  the  meaning  of  section  1310  (d)  ) ,". 

24  (3)  Section  1306  (b)  is  amended  (A)  by  striking  out 

25  "and"  at  the  end  of  paragraph  (6),  (B)  by  redesignating 
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1  paragraph  (7)  as  paragraph  (8),  and  (C)   by  inserting 

2  after  paragraph  (6)  the  following  new  paragraph: 

3  "(7)  the  application  contains  such  assurances  as 

4  the  Secretary  may  require  respecting  the  intent  and  the 

5  ability  of  the  applicant  to  meet  the  requirements  of 

6  paragraphs  (1)  and  (2)  of  section  1301  (b)  respecting 

7  the  fixing  of  basic  health  services  payments  and  sup- 

8  plemental  health  services  payments  under  a  community 

9  rating  system ;  and" 

10  (b)    Section  1302(8)  (A)    is  amended  by  inserting 

11  "differences  in  marketing  costs  and"  after  "reflect". 

12  Sec.  7.  (a)  Section  1304(a)  (2)  is  amended  to  read  as 

13  follows : 

14  "(2)  guarantee  to  non-Federal  lenders  payment  of 

15  the  principal  of  and  the  interest  on  loans  made  to — 

16  "(A)   nonprofit  private  entities  for  planning 

17  projects  for  the  establishment  or  expansion  of  health 

18  maintenance  organizations,  or 

19  "  (B)  other  private  entities  for  such  projects  for 

20  health  maintenance  organizations  to  serve  medically 

21  underserved  populations.". 

22  (b)  Section  1304(b)  (1)  (B)  is  amended  to  read  as 

23  follows : 

24  "  (B)  guarantee  to  non-Federal  lenders  payment  of 

25  the  principal  of  and  the  interest  on  loans  made  to— 
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1  "  (i)  nonprofit  private  entities  for  projects  for 

2  the  initial  development  of  health  maintenance 
;j  organizations,  or 

4  "  (ii)  other  private  entities  for  such  projects 

5  for  health  maintenance  organizations  which  will 

6  serve  medically  underserved  populations.". 

7  (c)  Section  1305  (a)  (3)  is  amended  to  read  as  follows: 

8  "  (3)  guarantee  to  non-Federal  lenders  payment  of 

9  the  principal  of  and  the  interest  on  loans  made  to — 

10  "(A)  nonprofit  private  health  maintenance  or- 

H  ganizations  for  the  amounts  referred  to  in  paragraph 

12  (1)  or  (2),  or 

13  "  (B)  other  private  health  maintenance  orga- 

14  nizations  for  such  amounts  hut  only  if  the  health 

15  maintenance  organization  will  serve  a  medically 

16  underserved  population.". 

17  (d)  (1)  Section  1304(d)  is  amended  by  adding  at  the 


18  end  the  following  new  sentence :  "In  considering  applications 

19  for  loan  guarantees  under  this  section,  the  Secretary  shall 

20  give  special  consideration  to  applications  for  projects  for 

21  health  maintenance  organizations  which  will  serve  medically 

22  underserved  populations.". 

2\l  (2)  Section  1305  is  amended  by  adding  at  the  end 

24  thereof  the  following  new  subsection : 

25  "(f)   In  considering  applications  for  loan  guarantees 
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1  under  this  section,  the  Secretary  shall  give  special  considera- 

r,  tion  to  applications  for  health  maintenance  organizations 

3  which  will  serve  medically  underserved  populations.". 

4  Sec.  8.  (a)  (1)  Section  1305(a)  is  amended  by  strik- 

5  ing  out  "in  the  period  of  in  paragraphs  (1)  and  (2)  and 
q  inserting  in  lieu  thereof  "during  a  period  not  to  exceed". 

7  (2)  The  last  sentence  of  1305(h)  (1)  is  amended  to 

g  read  as  follows:  "In  any  fiscal  year  the  amount  disbursed 

9  to  a  health  maintenance  organization  under  this  section 

10  (either  directly  by  the  Secretary  or  by  an  escrow  agent 

11  under  the  terms  of  an  escrow  agreement  or  by  a  lender  under 

12  a  loan  guaranteed  under  this  section)   may  not  exceed 

13  $1,000,000.". 

14  (b)  (1)   Section  1307  (e)   is  amended — 

15  (A)  by  inserting  "for  a  private  health  maintenance 

16  organization    (other  than  a  private  nonprofit  health 

17  maintenance  organization)  "  after  "may  be  made",  and 

18  (B)  by  inserting  "for  private  health  maintenance 

19  organizations  (other  than  private  nonprofit  health  main- 

20  tenance  organizations)"  after  "guaranteed". 

21  (2)  Section  1308  (c)  is  amended  by  adding  after  para- 

22  graph  (4)  the  following  new  paragraph: 

23  "(5)  Any  reference  in  this  title  (other  than  in  this 

24  subsection)  to  a  loan  guarantee  under  this  title  does  not  in- 

25  elude  a  loan  guarantee  made  under  this  subsection.". 
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!  (c)  (1)  Section  1308(a)  (1)  (A)  is  amended  by  strik- 

2  ing  out  "for  similar  loans"  and  inserting  in  lieu  thereof  "for 

3  loans  with  similar  maturities,  terms,  conditions,  and  secu- 

4  rity". 

5  (2)  Section  1308(b)  (2)  (D)  is  amended  by  striking 

6  out  "loans  guaranteed  under  this  title"  and  inserting  in  lieu 

7  thereof  "marketable  obligations  of  the  United  States  of  com- 

8  parable  maturities,  adjusted  to  provide  for  appropriate  ad- 

9  ministrative  charges". 

10  Sec.  9.  (a)  Section  1310  is  amended — 

11  (1)  by  amending  subsection  (a)  to  read  as  follows : 

12  "  (a)  (1)  Each  employer  which  is  now  or  hereafter  re- 

13  quired  during  any  calendar  quarter  to  pay  its  employees  the 

14  minimum  wage  specified  by  section  6  of  the  Fair  Labor 

15  Standards  Act  of  1938  (or  would  be  required  to  pay  its 

16  employees  such  wage  but  for  section  13  (a)  of  such  Act) ,  and 

17  which  during  such  calendar  quarter  employed  an  average 

18  number  of  employees  of  not  less  than  twenty-five,  shall,  in 

19  accordance  with  regulations  which  the  Secretary  shall  pre- 

20  scribe,  include  in  any  health  benefits  plan  offered  to  its 

21  employees  in  the  calendar  year  beginning  after  such  calen- 

22  dar  quarter  the  option  of  membership  in  qualified  health 

23  maintenance  organizations  which  are  engaged  in  the  provi- 

24  sion  of  basic  health  services  in  health  maintenance  organiza- 
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1  tion  service  areas  in  which  at  least  twenty-five  of  such 

2  employees  reside. 

3  "  (2)  If  any  of  the  employees  of  an  employer  described 

4  in  paragraph  ( 1 )  are  represented  by  a  collective  bargaining 

5  representative  or  other  employee  representative  designated 

6  or  selected  under  any  law,  offer  of  membership  in  a  qualified 

7  health  maintenance  organization  required  by  paragraph  (1) 

8  to  be  made  in  a  health  benefits  plan  offered  to  such  em- 

9  ployees  (A)  shall  first  be  made  to  such  collective  bargaining 

10  representative  or  other  employee  representative,  and  (B)  if 

11  such  offer  is  accepted,  shall  then  be  made  to  each  such 

12  employee."; 

13  (2)  by  striking  out  the  last  sentence  of  subsection 
34  (c)  ;  and 

15  (3)  by  adding  after  subsection  (d)  the  following 

16  new  subsections: 

17  "  (e)  (1)  Any  employer  who  knowingly  does  not  com- 

18  ply  with  one  or  more  of  the  requirements  of  subsection  (a) 

19  shall  be  subject  to  a  civil  penalty  of  not  more  than  $10,000. 

20  If  such  noncompliance  continues,  a  civil  penalty  may  be 

21  assessed  and  collected  under  this  subsection  for  each  thirty- 

22  day  period  such  noncompliance  continues.  Such  penalty  may 

23  be  assessed  by  the  Secretary  and  collected  in  a  civil  action 
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1  brought  by  the  United  States  in  a  United  States  district 

2  court. 

3  "  (2)  In  any  proceeding  by  the  Secretary  to  assess  a 

4  civil  penalty  under  this  subsection,  no  penalty  shall  be  as- 

5  sessed  until  the  employer  charged  shall  have  been  given  no- 

6  tice  and  an  opportunity  to  present  its  views  on  such  charge. 

7  In  determining  the  amount  of  the  penalty,  or  the  amount 

8  agreed  upon  in  compromise,  the  Secretary  shall  consider  the 

9  gravity  of  the  noncompliance  and  the  demonstrated  good 

10  faith  of  the  employer  charged  in  attempting  to  achieve  rapid 

11  compliance  after  notification  by  the  Secretary  of  a  non- 
12  compliance. 

13  "(3)  In  any  civil  action  brought  to  review  the  assess- 

14  ment  of  a  civil  penalty  assessed  under  this  subsection,  the 

15  court  shall,  at  the  request  of  any  party  to  such  action,  hold  a 

16  trial  de  novo  on  the  assessment  of  such  civil  penalty  and  in 

17  any  civil  action  to  collect  such  a  civil  penalty,  the  court  shall, 

18  at  the  request  of  any  party  to  such  action,  hold  a  trial  de  novo 

19  on  the  assessment  of  such  civil  penalty  unless  in  a  prior  civil 

20  action  to  review  the  assessment  of  such  penalty  the  court  held 

21  a  trial  de  novo  on  such  assessment. 

22  "  (f)  For  purposes  of  this  section,  the  term  'employer' 

23  does  not  include  the  Government  of  the  United  States,  the 

24  government  of  the  District  of  Columbia  or  any  territory  or 

25  possession  of  the  United  States,  or  any  agency  or  instill- 
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1  mentality  (including  the  United  States  Postal  Service  and 

2  Postal  Rate  Commission)  of  any  of  the  foregoing.". 

3  (b)  Section  8902  of  title  5,  United  States  Code,  relat- 

4  ing  to  Federal  employee  health  insurance,  is  amended  by 

5  adding  at  the  end  thereof  the  following  new  subsection: 

6  (1)  The  Commission  shall  contract  under  this  chapter 

7  for  a  plan  described  in  section  8903  (4)  of  this  title  with  any 
S  qualified  health  maintenance  carrier  which  offers  such  a  plan. 
9  For  the  purpose  of  this  subsection,  'qualified  health  mainte- 

10  nance  carrier'  means  any  qualified  carrier  which  is  a  quali- 

11  fled  health  maintenance  organization  within  the  meaning  of 

12  section  1310(d)  (1)   of  title  XIII  of  the  Public  Health 

13  Service  Act  (42  U.S.C.  300e-9  (d) ) .". 

14  Sec.  10.  Section  1312  is  amended  by  striking  out  all  of 

15  the  section  following  paragraph  (3)  of  subsection  (a)  and 

16  inserting  in  lieu  thereof  the  following:  "the  Secretary  may 

17  take  the  action  authorized  by  subsection  (b) . 

18  "(b)  (1)  If  the  Secretary  makes,  with  respect  to  any 

19  entity  which  provided  assurances  to  the  Secretary  under 

20  section  1310  (d)  (1) ,  a  determination  described  in  subsection 

21  (a),  the  Secretary  shall  notify  the  entity  in  writing  of  the 

22  determination.  Such  notice  shall  specify  the  manner  in  which 

23  the  entity  has  not  complied  with  such  assurances  and  direct 

24  that  the  entity  initiate  (within  thirty  days  of  the 
2")  date  the  notice  is  issued  by  the  Secretary  or  within  such 
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1  longer  period  as  the  Secretary  determines  is  reasonable) 

2  such  action  as  may  be  necessary  to  bring   (within  such 

3  period  as  the  Secretary  shall  prescribe)    the  entity  into 

4  compliance  with  the  assurances.  If  the  entity  fails  to  initiate 

5  corrective  action  within  the  period  prescribed  by  the  notice 

6  or  fails  to  comply  with  the  assurances  within  such  period 

7  as  the  Secretary  prescribes  (A)  the  entity  shall  not  be 

8  a  qualified  health  maintenance  organization  for  purposes 

9  of  section  1310  until  such  date  as  the  Secretary  determines 

10  that  it  is  in  compliance  with  the  assurances,  and  (B)  each 

11  employer  which  has  offered  membership  in  the  entity  in 

12  compliance  with  section  1310,  each  lawfully  recognized 

13  collective-bargaining  representative  or  other  employee  rep- 

14  rcsentative  which  represents  the  employees  of  each  such 

15  employer,  and  the  members  of  such  entity  shall  be  notified 

16  by  the  entity  that  the  entity  is  not  a  qualified  health  main- 

17  tenance  organization  for  purposes  of  such  section.  The 

18  notice  required  by  clause  (B)  of  the  preceding  sentence 

19  shall  contain,  in  readily  understandable  language,  the  rea- 

20  sons  for  the  determination  that  the  entity  is  not  a  qualified 

21  health  maintenance  organization.  The  Secretary  shall  pub- 

22  lish  in  the  Federal  Register  each  determination  referred 

23  to  in  clause  (A)  of  the  preceding  sentence. 

24  "(2)    If  the  Secretary  makes,  with  respect  to  an 

25  entity  which  has  received  a  grant,  contract,  loan,  or  loan 
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1  guarantee  under  this  title,  a  determination  described  in  sub- 

2  section  (a),  the  Secretary  may,  in  addition  to  any  other 

3  remedies  available  to  him,  bring  a  civil  action  in  the  United 

4  States  district  court  for  the  district  in  which  such  entity  is 

5  located  to  enforce  its  compliance  with  the  assurances  it 

6  furnished  respecting  the  provision  of  basic  and  supplemental 

7  health  services  or  its  organization  or  operation,  as  the  case 

8  may  be,  with  assurances  were  made  in  connection  with  its 

9  application  under  this  title  for  the  grant,  contract,  loan,  or 

10  loan  guarantee. 

11  "  (c)  The  Secretary,  through  the  Assistant  Secretary  for 

12  Health,  shall  administer  subsections  (a)  and  (b)  in  the 

13  Office  of  such  Assistant  Secretary.". 

14  Sec.  11.  Section  1307  (d)  is  amended  by  adding  after 

15  and  below  paragraph  (2)  the  following  new  sentence:  "An 

16  entity  which  provides  health  services  to  a  defined  population 

17  on  a  prepaid  basis  and  which  has  members  who  are  enrolled 

18  under  the  health  benefits  program  authorized  by  chapter  89 

19  of  title  5,  United  States  Code,  may  be  considered  as  a  health 

20  maintenance  organization  for  purposes  of  receiving  assistance 

21  under  this  title  if  with  respect  to  its  other  members  it  provides 

22  health  services  in  accordance  with  section  1301  (b)  and  is 

23  organized  and  operated  in  the  manner  prescribed  by  section 

24  1301(c).". 

25  Sec.  12.   (a)  (1)  Subsection  (j)   of  section  1304  is 


33 

16 

1  amended  (A)  by  striking  out  "the  fiscal  year  ending  June 

9,  30,  1976"  and  inserting  in  lieu  thereof  "fiscal  year  1978", 

3  and  (B)  by  striking  out  "the  fiscal  year  ending  June  30, 

4  1977"  and  inserting  in  lieu  thereof  "fiscal  year  1979". 

5  (2)  Subsection  (k)  (1)  of  such  section  is  amended  by 

6  striking  out  "June  30,  1975"  and  inserting  in  lieu  thereof 

7  "or  either  of  the  next  three  fiscal  years". 

8  (3)  Subsection  (k)  (2)  of  such  section  is  amended  by 

9  striking  out  "two  fiscal  years"  and  inserting  in  lieu  thereof 

10  "four  fiscal  years". 

11  (b)  Subsection  (d)  of  section  1305  is  amended  to  read 

12  as  follows:  , 

13  "  (d)  No  loan  may  be  made  or  guaranteed  under  this 

14  section  after  September  30,  1980.". 

15  (c)  Section  1309  (a)  is  amended— 

16  ( 1 )  by  striking  out  "and"  after  "1975,", 

17  (2)  by  inserting  after  "1976"  the  following:  ", 

18  $45,000,000  for  fiscal  year  1977,  and  $40,000,000  for 

19  fiscal  year  1978", 

20  (3)  by  striking  out  "ending  June  30,  1977"  and  in- 

21  serting  in  lieu  thereof  "1979",  and 

22  (4)  by  striking  out  "$85,000,000"  the  first  time  W 

23  occurs  and  inserting  in  lieu  thereof  "$45,000,000",  and 

24  by  striking  out  "$85,000,000"  the  second  time  it  occurs 

25  and  inserting  in  lieu  thereof  "$40,000,000". 
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1  Sec.  13.  Section  1311  is  amended  by  adding  at  the  end 

9j  the  following  new  subsection : 

3  "  (c)  Within  six  months  of  the  date  of  the  enactment  of 

4  the  Health  Maintenance  Organization  Amendments  of  1975, 

5  the  Secretary  shall,  if  any  State  by  law,  regulation,  or  other- 

6  wise  imposes  a  requirement  described  in  paragraph  (1)  of 

7  subsection  (a)  or  by  law  prevents  the  solicitation  of  members 

8  in  the  manner  described  in  subsection  (b),  notify  the  Gov- 

9  ernor  of  each  such  State  of  (1)  each  such  requirement  which 

10  the  Secretary  determines  the  State  imposes,  and  (2)  any 

11  law  which  has'  the  effect  described  in  subsection  (b) .". 

12  Sec.  14.  Title  XIII  is  amended  by  adding  after  section 

13  1315  the  following  new  section: 

14  "administration  of  peogram 

15  "Sec.  1316.  The  Secretary  shall  administer  this  title 

16  (other  than  sections  1310  and  1312)  through  a  single  iden- 

17  tillable  administrative  unit  of  the  Department.". 

18  Sec.  15.  (a)  The  amendments  made  by  sections  2,  3,  4, 

19  and  5  shall  (1)  apply  with  respect  to  grants,  contracts, 

20  loans,  and  loan  guarantees  made  under  sections  1303,  1304, 

21  ajacf  1305  of  the  Public  Health  Service  Act  for  fiscal  years 

22  beginning  after  June  30,  1975,  (2)  apply  with  respect  to 

23  health  benefit  plans  offered  under  section  1310  of  such  Act 

24  after  such  date,  and  (3)  for  purposes  of  section  1312  take 

25  effect  July  1,  1975. 
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1  (b)  The  amendments  made  by  sections  8(a)  (1)  and 

2  8(c)  shall  apply  with  respect  to  loans  and  loan  guarantees 

3  made  under  section  1305  of  the  Public  Health  Service  Act 

4  after  June  30,  1975. 

5  (c)  (1)  The  amendment,  made  by  paragraph  (1)  ol 
(j  section  9(a)  shall  apply  with  respect  to  calendar  quarters 
7  which  begin  after  the  date  of  the  enactment  of  this  Act. 

g  (2)  The  amendments  made  by  paragraphs  (2)  and  (3) 

9  of  section  9(a)  shall  apply  with  respect  to  failures  of  em- 

10  ployers  to  comply  with  section  1310(a)   of  the  Public 

11  Health  Service  Act  after  the  date  of  the  enactment  of  this 

12  Act. 

43  (3)  The  amendment  made  hy  section  9(b)  shall  take 

14  effect  on  the  date  of  the  enactment  of  this  Act. 

15  (d)  The  amendment  made  by  section  10  shall  apply 

16  with  respect  to  determinations  of  the  Secretary  of  Health, 

17  Education,  and  Welfare  described  in  section  1312  (a)  of  the 

18  Public  Health  Service  Act  and  made  after  the  date  of  the 
49  enactment  of  this  Act. 

20  Sec.  16.  So  much  of  section  1314(a)  as  precedes  para- 

21  graph  1  thereof  is  amended  to  read  as  follows: 

22  "Sec.  1314.  (a)  The  Comptroller  General  shall  evaluate 

23  the  operations  of  at  least  10  or  one-half,  which  ever  is  greater, 

24  of  the  health  maintenance  organizations  for  which  assistance 
23  was  provided  under  section  1303,  1304,  or  1305,  and  which 
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1  have  been  designated  by  the  Secretary  as  qualified  health 

2  maintenance  organizations  by  December  31,  1976,  in  the 

3  manner  prescribed  in  .section  1310(d).  The  Comptroller 

4  General  shall  report  to  the  Congress  the  results  of  the  evalua- 

5  tion  by  June  30,  1977.  Such  report  shall  contain  findings — ". 

Passed  the  House  of  Representatives  November  7, 
1975. 

Attest:  W.  PAT  JENNINGS, 

Clerk. 


37 


Public  Law  93-222 
93rd  Congress,  S.  14 
December  29,  1973 


87  STAT.  914 


To  amend  the  Public  Health  Service  Act  to  provide  assistance  and  encourage- 
ment for  the  establishment  and  expansion  of  health  maintenance  organizations, 
and  for  other  purposes. 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the 
United  States  of  America  in  Congress  assembled, 

SHORT  TITLE  AND  TABLE  OF  CONTENTS 

Section  1.  This  Act,  with  the  following  table  of  contents,  may  be 
cited  as  the  "Health  Maintenance  Organization  Act  of  1973". 

TABLE  OF  CONTENTS 

Sec.  1.  Short  title  and  table  of  contents. 
Sec.  2.  Health  maintenance  organizations. 

"TITLE  XIII— HEALTH  MAINTENANCE  ORGANIZATIONS 

"Sec.  1301.  Requirements  for  health  maintenance  organizations. 
"See.  1302.  Definitions. 

"Sec.  1303.  Grants  and  contracts  for  feasibility  surveys. 

"Sec.  1304.  Grants,  contracts,  and  loan  guarantees  for  planning  and  for 

initial  development  costs. 
"Sec.  1303.  Loans  and  loan  guarantees  for  initial  operation  costs. 
"Sec.  1306.  Application  requirements. 
"Sec.  1307.  Administration  of  assistance  programs. 
"Sec.  1308.  General  provisions  relating  to  loan  guarantees  and  loans. 
"Sec.  1309.  Authorizations  of  appropriations. 
"Sec.  1310.  Employees'  health  benefits  plans. 
"Sec.  1311.  Restrictive  State  laws  and  practices. 

"Sec.  1312.  Continued  regulation  of  health  maintenance  organizations. 
"See.  1313.  Limitation  on  source  of  funding  for  health  maintenance  orga- 
nizations. 
"Sec.  1314.  Program  evaluation. 
"Sec.  1315.  Annual  report.". 
Sec.  3.  Quality  assurance. 

Sec.  4.  Health  care  quality  assurance  programs  study. 

Sec.  5.  Reports  respecting  medically  underserved  areas  and  population  groups 

and  non-metropolitan  areas. 
Sec.  6.  Health  services  for  Indians  and  domestic  agricultural  migratory  and 

seasonal  workers. 
Sec.  7.  Conforming  amendments. 

HEALTH   MAINTENANCE  ORGANIZATIONS 

Sec.  2.  The  Public  Health  Service  Act  is  amended  by  adding  after  Ante,  p.  594 
title  XII  the  following  new  title : 

"TITLE  XIII— HEALTH  MAINTENANCE  ORGANIZATIONS 

"REQUIREMENTS   FOR    HEALTH    MAINTENANCE  ORGANIZATIONS 

"Sec.  1301.  (a)  For  purposes  of  this  title,  the  term  'health  mainte-  Definition, 
nance  organization'  means  a  legal  entity  which  (1)  provides  basic  and 
supplemental  health  services  to  its  members  in  the  manner  prescribed 
by  subsection  (b),  and  (2)  is  organized  and  operated  in  the  manner 
prescribed  by  subsection  (c). 
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Basio  health  "(h)  A  health  maintenance  organization  shall  provide,  without 

servioes.  limitations  as  to  time  or  cost  other  than  those  prescribed  by  or  under 

this  title,  basic  and  supplemental  health  services  to  its  members  in 
the  following  manner : 

"(1)  Each  member  is  to  be  provided  basic  health  services  for  a 
basic  health  services  payment  which  (A)  is  to  be  paid  on  a  peri- 
odic basis  without  regard  to  the  dates  health  services  (within  the 
basic  health  services)  are  provided;  (B)  is  fixed  without  regard 
to  the  frequency,  extent,  or  kind  of  health  service  (within  the  basic 
health  services)  actually  furnished;  (C)  is  fixed  under  a  commu- 
nity rating  system;  and  (D)  may  be  supplemented  by  addi- 
tional nominal  payments  which  may  be  required  for  the  provision 
of  specific  services  (within  the  basic  health  services),  except  that 
such  payments  may  not  be  required  where  or  in  such  a  manner 
that  they  serve  (as  determined  under  regulations  of  the  Secre- 
tary) as  a  barrier  to  the  delivery  of  health  services.  Such  addi- 
tional nominal  payments  shall  be  fixed  in  accordance  with  the 
regulations  of  the  Secretary. 

"(2)  For  such  payment  or  payments  (hereinafter  in  this  title 
referred  to  as  'supplemental  health  services  payments')  as  the 
health  maintenance  organization  may  require  in  addition  to  the 
basic  health  services  payment,  the  organization  shall  provide  to 
each  of  its  members  each  health  service  (A)  which  is  included  in 
supplemental  health  services  (as  defined  in  section  1302(2) ),  (B) 
for  which  the  required  health  manpower  are  available  in  the  area 
served  by  the  organization,  and  (C)  for  the  provision  of  which 
the  member  has  contracted  with  the  organization.  Supplemental 
health  services  payments  which  are  fixed  on  a  prepayment  basis 
shall  be  fixed  under  a  community  rating  system. 

"(3)  The  services  of  health  professionals  which  are  provided  as 
basic  health  services  shall  be  provided  through  health  profes- 
sionals who  are  members  of  the  staff  of  the  health  maintenance 
organization  or  through  a  medical  group  (or  groups)  or  indi- 
vidual practice  association  (or  associations),  except  that  this  par- 
agraph shall  not  apply  in  the  case  of  (A)  health  professionals' 
services  which  the  organization  determines,  in  conformity  with 
regulations  of  the  Secretary,  are  unusual  or  infrequently  used,  or 
(B)  any  basic  health  service  provided  a  member  of  the  health 
maintenance  organization  other  than  by  such  a  health  professional 
because  it  was  medically  necessary  that  the  service  be  provided  to 
the  member  before  he  could  have  it  provided  by  such  a  health 
"Health  professional.  For  purposes  of  this  paragraph,  the  term  'health 

professionals."  professionals'  means  physicians,  dentists,  nurses,  podiatrists. 

optometrists,  and  such  other  individuals  engaged  in  the  delivery 
of  health  services  as  the  Secretary  may  by  regulation  designate. 

''(4)  Basic  health  services  (and  supplemental  health  services  in 
the  case  of  the  members  who  have  contracted  therefor)  shall 
within  the  area  served  by  the  health  maintenance  organization  be 
available  and  accessible  to  each  of  its  members  promptly  as  appro- 
priate and  in  a  manner  which  assures  continuity,  and  when 
medically  necessary  be  available  and  accessible  twenty-four  hours 
a  day  and  seven  days  a  week.  A  member  of  a  health  maintenance 
organization  shall  be  reimbursed  by  the  organization  for  his 
expenses  in  securing  basic  or  supplemental  health  services  other 
than  through  the  organization  if  it  was  medically  necessary  that 
the  services  be  provided  before  he  could  secure  them  through  the 
organization. 
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"(c)  Each  health  maintenance  organization  shall — 

"(1)  have  a  fiscally  sound  operation  and  adequate  provision 
against  the  risk  of  insolvency  which  is  satisfactory  to  the 
Secretary ; 

"(2)  assume  full  financial  risk  on  a  prospective  basis  for  the 
provision  of  basic  health  services,  except  that  a  health  mainte- 
nance organization  may  obtain  insurance  or  make  other  arrange- 
ments (A)  for  the  cost  of  providing  to  any  member  basic  health 
services  the  aggregate  value  of  which  exceeds  $5,000  in  any  year, 
(B)  for  the  cost  of  basic  health  services  provided  to  its  members 
other  than  through  the  organization  because  medical  necessity 
required  their  provision  before  they  could  be  secured  through  the 
organization,  and  (C)  for  not  more  than  90  per  centum  of  the 
amount  by  which  its  costs  for  any  of  its  fiscal  years  exceed  115 
per  centum  of  its  income  for  such  fiscal  year; 

"(3)  enroll  persons  who  are  broadly  representative  of  the  vari- 
ous age,  social,  and  income  groups  within  the  area  it  serves,  except 
that  in  the  case  of  a  health  maintenance  organization  which  has 
a  medically  underserved  population  located  (in  whole  or  in  part) 
in  the  area  it  serves,  not  more  than  75  per  centum  of  the  members 
of  that  organization  may  be  enrolled  from  the  medically  under- 
served  population  unless  the  area  in  which  such  population  resides 
is  also  a  rural  area  (as  designated  by  the  Secretary)  ; 

"(4)  have  an  open  enrollment  period  of  not  less  than  thirty 
days  at  least  once  during  each  consecutive  twelve-month  period 
during  which  enrollment  period  it  accepts,  up  to  its  capacity, 
individuals  in  the  order  in  which  they  apply  for  enrollment,  except 
that  if  the  organization  demonstrates  to  the  satisfaction  of  the 
Secretary  that — 

"(A)  it  has  enrolled,  or  will  be  compelled  to  enroll,  a 
disproportionate  number  of  individuals  who  are  likely  to 
utilize  its  services  more  often  than  an  actuarially  determined 
average  (as  determined  under  regi^ations  of  the  Secretary) 
and  enrollment  during  an  open  enrollment  period  of  an  addi- 
tional number  of  such  individuals  will  jeopardize  its  economic 
viability,  or 

"(B)  if  it  maintained  an  open  enrollment  period  it  would 
not  be  able  to  comply  with  the  requirements  of  paragraph  (3) . 
the  Secretary  may  waive  compliance  by  the  organization  with 
the  open  enrollment  requirement  of  this  paragraph  for  not  more 
than  three  consecutive  twelve-month  periods  and  may  provide 
additional  waivers  to  that  organization  if  it  makes  the  demon- 
stration required  by  subparagraph  (A)  or  (B)  : 

"(5)  not  expel  or  refuse  to  re-enroll  anv  member  because  of  his 
health  status  or  his  requirements  for  health  services; 

"(6)  be  organized  in  such  a  manner  that  assures  that  (A)  at 
least  one-third  of  the  membership  of  the  policymaking  body  of 
the  health  maintenance  organization  will  be  members  of  the  orga- 
nization, and  (B)  there  will  be  equitable  representation  on  such 
bodv  of  members  from  medically  underserved  populations  served 
by  the  organization : 

"(7)  be  organized  in  such  a  manner  that  provides  meaningful 
procedures  for  hearing  and  resolving  .grievances  between  the 
health  maintenance  organization  (including  the  medical  group 
or  groups  and  other  health  delivery  entities  providing  health  serv- 
ices for  the  organization)  and  the  members  of  the  organization: 

"(8)  have  organizational  arrangements,  established  in  accord- 
ance with  regulations  of  the  Secretary,  for  an  ongoing  quality 
assurance  program  for  its  health  services  which  program  (A) 
stresses  health  outcomes,  and  (B)  provides  review  by  physicians 
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and  other  health  professionals  of  the  process  followed  in  the  pro- 
vision of  health  services ; 

"(9)  provide  medical  social  services  for  its  members  and 
encourage  and  actively  provide  for  its  members  health  education 
services,  education  in  the  appropriate  use  of  health  services,  and 
education  in  the  contribution  each  member  can  make  to  the  main- 
tenance of  his  own  health : 

"(10)  provide,  or  make  arrangements  for,  continuing  educa- 
tion for  its  health  professional  staff;  and 

"(11)  provide,  in  accordance  with  regulations  of  the  Secretary 
(including  safeguards  concerning  the  confidentiality  of  the  doctor- 
patient  relationship),  an  effective  procedure  for  developing,  com- 
piling, evaluating,  and  reporting  to  the  Secretary,  statistics  and 
other  information  (which  the  Secretary  shall  publish  and  dis- 
seminate on  an  annual  basis  and  which  the  health  maintenance 
organization  shall  disclose,  in  a  manner  acceptable  to  the  Secre- 
tary, to  its  members  and  the  general  public)  relating  to  (A)  the 
cost  of  its  operations,  (B)  the  patterns  of  utilization  of  its  serv- 
ices, (C)  the  availability,  accessibility,  and  acceptability  of  its 
services,  (D)  to  the  extent  practical,  developments  in  the  health 
status  of  its  members,  and  (E)  such  other  matters  as  the  Secretary 
may  require. 

"definitions 

"Sec.  1302.  For  purposes  of  this  title : 

"(1)  The  term  'basic  health  services'  means — 

"(A)  physician  services  (including  consultant  and  referral 
services  by  a  physician) ; 

"(B)  inpatient  and  outpatient  hospital  services; 

"(C)  medically  necessary  emergency  health  services; 

"(D)  short-term  (not  to  exceed  twenty  visits),  outpatient 
evaluative  and  crisis  intervention  mental  health  services; 

"(E)  medical  treatment  and  referral  services  (including  refer- 
ral services  to  appropriate  ancillary  services)  for  the  abuse  of  or 
addiction  to  alcohol  and  drugs; 

"(F)  diagnostic  laboratory  and  diagnostic  and  therapeutic 
radiologic  services; 

"(G)  home  health  services;  and 

"(H)  preventive  health  services  (including  voluntary  family 
planning  services,  infertility  services,  preventive  dental  care  for 
children,  and  children's  eye  examinations  conducted  to  determine 
the  need  for  vision  correction). 
If  a  service  of  a  physician  described  in  the  preceding  sentence  may 
also  be  provided  under  applicable  State  law  by  a  dentist,  optometrist, 
or  podiatrist,  a  health  maintenance  organization  may  provide  such 
service  through  a  dentist,  optometrist,  or  podiatrist  (as  the  case  may 
be)  licensed  to  provide  such  service.  For  purposes  of  this  paragraph, 
the  term  'home  health  services'  means  health  services  provided  at  a 
member's  home  by  health  care  personnel,  as  prescribed  or  directed  by 
the  responsible  physician  or  other  authority  designated  by  the  health 
maintenance  organization.  A  health  maintenance  organization  is 
authorized,  in  connection  with  the  prescription  of  drugs,  to  maintain, 
review,  and  evaluate  (in  accordance  with  regulations  of  the  Secretary) 
a  drug  use  profile  of  its  members  receiving  such  service,  evaluate  pat- 
terns of  drug  utilization  to  assure  optimum  drug  therapy,  and  provide 
for  instruction  of  its  members  and  of  health  professionals  in  the  use  of 
prescription  and  non-prescription  drugs. 

"(2)  The  term  'supplemental  health  services'  means — 

"(A)  services  of  facilities  for  intermediate  and  long-term  care; 
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"(B)  vision  care  not  included  as  a  basic  health  service  under 
paragraph  (1)(A)  or  (1)  (H)  ; 

"(C)  dental  services  not  included  as  a  basic  health  service 
under  paragraph  (1)(A)  or  (1)  (H)  ; 

"(D)  mental  health  services  not  included  as  a  basic  health  serv- 
ice under  paragraph  (1)  (D) ; 

"(E)  long-term  physical  medicine  and  rehabilitative  services 
(including  physical  therapy) ;  and 

"(F)  the  provision  of  prescription  drugs  prescribed  in  the 
course  of  the  provision  by  the  health  maintenance  organization 
of  a  basic  health  service  or  a  service  described  in  the  preceding 
subparagraphs  of  this  paragraph. 
If  a  service  of  a  physician  described  in  the  preceding  sentence  may 
also  be  provided  under  applicable  State  law  by  a  dentist,  optometrist, 
or  podiatrist,  a  health  maintenance  organization  may  provide  such 
service  through  an  optometrist,  dentist,  or  podiatrist  (as  the  case 
may  be)  licensed  to  provide  such  service.  A  health  maintenance  orga- 
nization is  authorized,  in  connection  with  the  prescription  or  provision 
of  prescription  drugs,  to  maintain,  review,  and  evaluate  (in  accordance 
with  regulations  of  the  Secretary)  a  drug  use  profile  of  its  members 
receiving  such  services,  evaluate  patterns  of  drug  utilization  to  assure 
optimum  drug  therapy,  and  provide  for  instruction  of  its  members 
and  of  health  professionals  in  the  use  of  prescription  and  non-prescrip- 
tion drugs. 

"(3)  The  term  'member  when  used  in  connection  with  a  health 
maintenance  organization  means  an  individual  who  has  entered  into 
a  contractual  arrangement,  or  on  whose  behalf  a  contractual  arrange- 
ment has  been  entered  into,  with  the  organization  under  which  the 
organization  assumes  the  responsibility  for  the  provision  to  such 
individual  of  basic  health  services  and  of  such  supplemental  health 
services  as  may  be  contracted  for. 

"(4)  The  term  'medical  group'  means  a  partnership,  association,  or 
other  group — 

"(A)  which  is  composed  of  health  professionals  licensed  to 
practice  medicine  or  osteopathy  and  of  such  other  licensed  health 
professionals  (including  dentists,  optometrists,  and  podiatrists) 
as  are  necessary  for  the  provision  of  health  services  for  which  the 
group  is  responsible : 

"(B)  a  majority  of  the  members  of  which  are  licensed  to  prac- 
tice medicine  or  osteopathy ;  and 

"(C)  the  members  of  which  (i)  as  their  principal  professional 
activity  and  as  a  group  responsibility  engage  in  the  coordinated 
practice  of  their  profession  for  a  health  maintenance  organization : 
(ii)  pool  their  income  from  practice  as  members  of  the  group  and 
distribute  it  among  themselves  according  to  a  prearranged  salary 
or  drawing  account  or  other  plan:  (iii)  share  medical  and  other 
records  and  substantial  portions  of  major  equipment  and  of  pro- 
fessional, technical,  and  administrative  staff;  (iv)  utilize  such 
additional  professional  personnel,  allied  health  professions  per- 
sonnel, and. other  health  personnel  (as  specified  in  regulations  of 
the  Secretary)  as  are  available  and  appropriate  for  the  effective 
and  efficient  delivery  of  the  services  of  the  members  of  the  group ; 
and  (v)  arrange  for  and  encourage  continuing  education  in  the 
field  of  clinical  medicine  and  related  areas  for  the  members  of  the 
group. 

"  ( 5 )  The  term  'individual  practice  association'  means  a  partnership, 
corporation,  association,  or  other  legal  entity  which  has  entered  into 
a  services  arrangement  (or  arrangements)  with  persons  who  are 
licensed  to  practice  medicine,  osteopathy,  dentistry,  podiatry,  optome- 


42 


Pub.  Law  93-222  -  6  -         December  29,  1973 


try,  or  other  health  profession  in  a  State  and  a  majority  of  whom  are 
licensed  to  practice  medicine  or  osteopathy.  Such  an  arrangement 
shall  provide — 

"  (A)  that  such  persons  shall  provide  their  professional  services 
in  accordance  with  a  compensation  arrangement  established  by 
the  entity;  and 

"(B)  to  the  extent  feasible  (i)  that  such  persons  shall  utilize 
such  additional  professional  personnel,  allied  health  professions 
personnel,  and  other  health  personnel  (as  specified  in  regulations 
of  the  Secretary  )  as  are  available  and  appropriate  for  the  effective 
and  efficient  delivery  of  the  services  of  the  persons  who  are  parties 
to  the  arrangement,  (ii)  for  the  sharing  by  such  persons  of  med- 
ical and  other  records,  equipment,  and  professional,  technical, 
and  administrative  staff,  and  (iii)  for  the  arrangement  and 
encouragement  of  the  continuing  education  of  such  persons  in  the 
field  of  clinical  medicine  and  related  areas. 
"  (6)  The  term  'section  314(a)  State  health  planning  agency'  means 
the  agency  of  a  State  which  administers  or  supervises  the  administra- 
tion of  a  State's  health  planning  functions  under  a  State  plan  approved 
80  Stat,  1181.    under  section  314(a)  (hereinafter  in  this  title  referred  to  as  a  'section 
42  use  246,        314(a)  plan')  ;  and  the  term  'section  314(b)  areawide  health  planning 
agency'  means  a  public  or  nonprofit  private  agency  or  organization 
which  has  developed  a  comprehensive  regional,  metropolitan,  or  other 
local  area  plan  or  plans  referred  to  in  section  314(b)  (hereinafter  in 
this  title  referred  to  as  a  'section  314(b)  plan'). 

"(7)  The  term  'medically  underserved  population'  means  the  popu- 
lation of  an  urban  or  rural  area  designated  by  the  Secretary  as  an  area 
with  a  shortage  of  personal  health  services  or  a  population  group 
designated  by  the  Secretary  as  having  a  shortage  of  such  services. 
Such  a  designation  may  be  made  by  the  Secretary  only  after  con- 
sideration of  the  comments  (if  any)  of  (A)  each  section  314(a)  State 
health  planning  agency  whose  section  314(a)  plan  covers  (in  whole 
or  in  part)  such  urban  or  rural  area  or  the  area  in  which  such  popu- 
lation group  resides,  and  (B)  each  section  314(b)  areawide  health 
planning  agency  whose  section  314(b)  plan  covers  (in  whole  or  in 
part)  such  urban  or  rural  area  or  the  area  in  which  such  population 
group  resides. 

"(8)  The  term  'community  rating  system'  means  a  system  of  fixing 
rates  of  payments  for  health  services.  Under  such  a  system  rates  of 
payments  may  be  determined  on  a  per-person  or  per-family  basis  and 
may  vary  with  the  number  of  persons  in  a  family,  but  except  as  other- 
wise authorized  in  the  next  sentence,  such  rates  must  be  equivalent  for 
all  individuals  and  for  all  families  of  similar  composition.  The  follow- 
ing differentials  in  rates  of  payments  may  be  established  under  such 
system : 

"(A)  Nominal  differentials  in  such  rates  may  be  established  to 
reflect  the  different  administrative  costs  of  collecting  payments 
from  the  following  categories  of  members : 

"(i)  Individual  members  (including  their  families), 
"(ii)  Small  groups  of  members  (as  determined  under  regu- 
lations of  the  Secretary) . 

"  (iii)  Large  groups  of  members  (as  determined  under  regu- 
lations of  the  Secretary) . 
"(B)  Differentials  in  such  rates  may  be  established  for  mem- 
bers enrolled  in  a  health  maintenance  organization  pursuant  to  a 
contract  with  a  governmental  authority  under  section  1079  or 
80  stat.  8  63.  1086  of  title  10,  United  States  Code,  or  under  any  other  govern- 

mental program  (other  than  the  health  benefits  program  author- 
5  use  8901.  ized  by  chapter  89  of  title  5,  United  States  Code)  or  any  health 
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benefits  program  for  employees  of  States,  political  subdivisions 

of  States,  and  other  public  entities. 
"(9)  The  term  'non-metropolitan  area'  means  an  area  no  part  of 
which  is  within  an  area  designated  as  a  standard  metropolitan  statisti- 
cal area  by  the  Office  of  Management  and  Budget  and  which  does  not 
contain  a  city  whose  population  exceeds  fifty  thousand  individuals. 

"grants  and  contracts  for  feasibility  surveys 

"Sec.  1303.  (a)  The  Secretary  may  make  grants  to  and  enter  into 
contracts  with  public  or  nonprofit  private  entities  for  projects  for 
surveys  or  other  activities  to  determine  the  feasibility  of  developing 
and  operating  or  expanding  the  operation  of  health  maintenance 
organizations. 

"(b)  An  application  for  a  grant  or  contract  under  this  section 
shall  contain — 

"(1)  assurances  satisfactory  to  the  Secretary  that,  in  conduct- 
ing surveys  or  other  activities  with  assistance  under  a  grant  or 
contract  under  this  section,  the  applicant  will  (A)  cooperate  with 
the  section  314(b)  areawide  health  planning  agency  (if  any)    80  Stat,  1181; 
whose  section  314(b)  plan  covers  (in  whole  or  in  part)  the  area   84  Stat.  1304. 
for  which  the  survey  or  other  activity  will  be  conducted,  and  42  use  246. 
(B)  notify  the  medical  society  serving  such  area  of  such  surveys 
or  other  activities ;  and 

"(2)  such  other  information  as  the  Secretary  may  by  regula- 
tion prescribe. 

"(c)  In  considering  applications  for  grants  and  contracts  under 
this  section,  the  Secretary  shall  give  priority  to  an  application  which 
contains  or  is  supported  by  assurances  satisfactory  to  the  Secretary 
that  at  the  time  the  health  maintenance  organization  for  which  such 
application  or  proposal  is  submitted  first  becomes  operational  not  less 
than  30  per  centum  of  its  members  will  be  members  of  a  medically 
nnderserved  population. 

"(d)(1)  Except  as  provided  in  paragraph  (2),  the  following  limi-  Limitations, 
tations  apply  with  respect  to  grants  and  contracts  made  under  this 
section  : 

"(A)  If  a  project  has  been  assisted  with  a  grant  or  contract 
under  subsection  (a),  the  Secretary  may  not  make  any  other  grant 
or  enter  into  any  other  contract  under  this  section  for  such  project. 

"(B)  Any  project  for  which  a  grant  is  made  or  contract  entered 
into  must  be  completed  within  twelve  months  from  the  date  the 
grant  is  made  or  contract  entered  into. 
"(2)  The  Secretary  may  make  not  more  than  one  additional  grant 
or  enter  into  not  more  than  one  additional  contract  for  a  project  for 
which  a  grant  has  previously  been  made  or  a  contract  previously 
entered  into,  and  he  may  permit  additional  time  (up  to  twelve  months) 
for  completion  of  the  project  if  he  determines  that  the  additional 
grant  or  contract  (as  the  case  may  be),  or  additional  time,  or  both,  is 
needed  to  adequately  complete  the  project. 

"(e)  The  amount  to  be  paid  by  the  United  States  under  a  grant 
made,  or  contract  entered  into,  under  subsection  (a)  shall  be  deter- 
mined by  the  Secretary,  except  that  (1)  the  amount  to  be  paid  by  the 
United  States  under  any  single  grant  or  contract  for  any  project  may 
not  exceed  $50,000,  and  (2)  the  aggregate  of  the  amounts  to  be  paid 
by  the  United  States  for  any  project  under  such  subsection  under 
grants  or  contracts,  or  both,  may  not  exceed  the  greater  of  (A)  90 
per  centum  of  the  cost  of  such  project  (as  determined  under  regula- 
tions of  the  Secretary),  or  (B)  in  the  case  of  a  project  for  a  health 
maintenance  organization  which  will  serve  a  medically  nnderserved 
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population,  such  greater  percentage  (up  to  100  per  centum)  of  such 
cost  as  the  Secretary  may  prescribe  if  he  determines  that  the  ceiling 
on  the  grants  and  contracts  for  such  project  should  be  determined  by 
such  greater  percentage. 

"(f)  Payments  under  grants  under  this  section  may  be  made  in 
advance  or  by  way  of  reimbursement  and  at  such  intervals  and  on 
such  conditions  as  the  Secretary  finds  necessary. 

"(g)  Contracts  may  be  entered  into  under  this  section  without 
regard  to  sections  3648  and  3709  of  the  Revised  Statutes  (31  U.S.C. 
529;  41  U.S.C.  5). 

"(h)  Payments  under  grants  and  contracts  under  this  section  shall 
Post,  p. 930.       be  made  from  appropriations  made  under  section  1309(a). 

"(i)  Of  the  sums  appropriated  for  any  fiscal  year  under  section 
1309(a)  for  grants  and  contracts  under  this  section,  not  less  than 
20  per  centum  shall  be  set  aside  and  obligated  in  such  fiscal  year 
for  projects  (1)  to  determine  the  feasibility  of  developing  and  operat- 
ing or  expanding  the  operation  of  health  maintenance  organizations 
which  the  Secretary  determines  may  reasonably  be  expected  to  have 
after  their  development  or  expansion  not  less  than  66  per  centum  of 
their  membership  drawn  from  residents  of  non-metropolitan  areas, 
and  (2)  the  applications  for  which  meet  the  requirements  of  this  title 
for  approval.  Sums  set  aside  in  the  fiscal  year  ending  June  30,  1974,  or 
June  30,  1975,  for  projects  described  in  the  preceding  sentence  but  not 
obligated  in  such  fiscal  year  for  grants  and  contracts  under  this  section 
because  of  a  lack  of  applicants  for  projects  meeting  the  requirements 
of  such  sentence  shall  remain  available  for  obligation  under  this  sec- 
tion in  the  succeeding  fiscal  year  for  projects  other  than  those  described 
in  clause  (1)  of  such  sentence. 

"< {RANTS,  CONTRACTS,  AND  LOAN  GUARANTEES  FOR  PLANNING  AND  FOR 
INITIAL   DEVELOPMENT  COSTS 

"Sec.  1304.  (a)  The  Secretary  may — 

"(1)  make  grants  to  and  enter  into  contracts  with  public  or 
nonprofit  private  entities  for  planning  projects  for  the  establish- 
ment of  health  maintenance  organizations  or  for  the  significant 
expansion  of  the  membership  of,  or  areas  served  by,  health  main- 
tenance organizations;  and 

"(2)  guarantee  to  non-Federal  lenders  payment  of  the  prin- 
cipal of  and  the  interest  on  loans  made  to  private  entities  (other 
than  nonprofit  private  entities)  for  planning  projects  for  the 
establishment  or  expansion  of  health  maintenance  organizations 
to  serve  medically  underserved  populations. 
Planning  projects  assisted  under  this  subsection  shall  include  devel- 
opment of  plans  for  the  marketing  of  the  services  of  the  health  main- 
tenance organization. 

"(b)(1)  The  Secretary  may — 

"(A)  make  grants  to  and  enter  into  contracts  with  public  or 
nonprofit  private  entities  for  projects  for  the  initial  development 
of  health  maintenance  organizations ;  and 

"(B)  guarantee  to  non-Federal  lenders  payment  of  the  princi- 
pal of  and  the  interest  on  loans  made  to  any  private  entity  (other 
than  a  nonprofit  private  entity)  for  a  project  for  the  initial  devel- 
opment of  a  health  maintenance  organization  which  will  serve  a 
medically  underserved  population, 
"initial  "(2)  For  purposes  of  this  section,  the  term  'initial  development' 

development."  when  used  to  describe  a  project  for  which  assistance  is  authorized  bv 
this  subsection  includes  significant  expansion  of  the  membership  of, 
or  the  area  served  by,  a  health  maintenance  organization.  Funds  under 
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grants  and  contracts  under  this  subsection  and  under  loans  guaranteed 
under  this  subsection  may  only  be  utilized  for  such  purposes  as  the 
Secretary  may  prescribe  in  regulations.  Such  purposes  may  include 
(A)  the  implementation  of  an  enrollment  campaign  for  such  an  orga- 
nization, (B)  the  detailed  design  of  and  arrangements  for  the  health 
services  to  be  provided  by  such  an  organization,  (C)  the  development 
of  administrative  and  internal  organizational  arrangements,  including 
fiscal  control  and  fund  accounting  procedures,  and  the  development  of 
a  capital  financing  program,  (D)  the  recruitment  of  personnel  for  such 
an  organization  and  the  conduct  of  training  activities  for  such  person- 
nel, and  (E)  the  payment  of  architects'  and  engineers'  fees. 

"(3)  A  grant  or  contract  under  this  subsection  may  only  be  made 
or  entered  into  for  initial  development  costs  in  the  one-year  period 
beginning  on  the  first  day  of  the  first  month  in  which  such  grant  or 
contract  is  made  or  entered  into.  The  number  of  grants  made  for  any 
initial  development  project  under  this  subsection  when  added  to  the 
number  of  contracts  entered  into  for  such  project  under  this  subsection 
may  not  exceed  three.  A  loan  guarantee  under  this  subsection  may  only 
be  made  for  a  loan  (or  loans)  for  such  costs  incurred  in  a  period  not  to 
exceed  three  years. 

"(c)(1)  An  application  for  a  grant,  contract,  or  loan  guarantee 
under  subsection  (a)  for  a  planning  project  shall  contain  assurances 
satisfactory  to  the  Secretary  that  in  carrying  out  the  planning  project 
for  which  the  grant,  contract,  or  loan  guarantee  is  sought,  the  appli- 
cant will  (A)  cooperate  with  the  section  314(b)  areawide  health  plan-     so  Stat.  H81j 
ning  agency  (if  any)  whose  section  314(b)  plan  covers  (in  whole  or    84  Stat.  1304. 
in  part)  the  area  proposed  to  be  served  by  the  health  maintenance    42  use  24  6. 
organization  for  which  the  planning  project  will  be  conducted,  and 
(B)  notify  the  medical  society  serving  such  area  of  the  planning 
project. 

"  (2)  If  the  Secretary  makes  a  grant  or  loan  guarantee  or  enters  into 
a  contract  under  subsection  (a)  for  a  planning  project  for  a  health 
maintenance  organization,  he  may,  within  the  period  in  which  the 
planning  project  must  be  completed,  make  a  grant  or  loan  guarantee 
or  enter  into  a  contract  under  subsection  (b)  for  the  initial  develop- 
ment of  that  health  maintenance  organization;  but  no  grant  or  loan 
guarantee  may  be  made  or  contract  entered  into  under  subsection  (b) 
for  initial  development  of  a  health  maintenance  organization  unless 
the  Secretary  determines  that  (A)  sufficient  planning  for  its  estab- 
lishment or  expansion  (as  the  case  may  be)  has  been  conducted  by  the 
applicant  for  the  grant,  contract,  or  loan  guarantee,  and  (B)  the 
feasibility  of  establishing  and  operating,  or  of  expanding,  the  health 
maintenance  organization  has  been  established  by  the  applicant. 

"(d)  In  considering  applications  for  grants  and  contracts  under 
this  section,  the  Secretary  shall  give  priority  to  an  application  which 
contains  or  is  supported  by  assurances  satisfactory  to  the  Secretary 
that  at  the  time  the  health  maintenance  organization  for  which  such 
application  is  submitted  first  becomes  operational  not  less  than  30 
per  centum  of  its  members  will  be  members  of  a  medically  underserved 
population. 

"(e)  (1)  Except  as  provided  in  paragraph  (2),  the  following  limita-  Limitations, 
tions  apply  with  respect  to  grants,  loan  guarantees,  and  contracts  made 
under  subsection  (a)  of  this  section : 

"(A)  If  a  planning  project  has  been  assisted  with  grant,  loan 
guarantee,  or  contract  under  subsection  (a) ,  the  Secretary  may  not 
make  any  other  planning  grant  or  loan  guarantee  or  enter  into  any 
other  planning  contract  for  such  project  under  this  section. 

"(B)  Any  project  for  which  a  grant  or  loan  guarantee  is  made 
or  contract  entered  into  must  be  completed  within  twelve  months 
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from  the  date  the  grant  or  loan  guarantee  is  made  or  contract 
entered  into. 

"(2)  The  Secretary  may  not  make  more  than  one  additional  grant 
or  loan  guarantee  or  enter  into  not  more  than  one  additional  contract 
for  a  planning  project  for  which  a  grant  or  loan  guarantee  has  pre- 
viously been  made  or  a  contract  previously  entered  into,  and  he  may 
permit  additional  time  (up  to  twelve  months)  for  completion  of  the 
project  if  he  determines  that  the  additional  grant,  loan  guarantee,  or 
contract  (as  the  case  may  be),  or  additional  time,  or  both,  is  needed  to 
adequately  complete  the  project. 

"(f)  (1)  The  amount  to  be  paid  by  the  United  States  under  a  grant 
made,  or  contract  entered  into,  under  subsection  (a)  for  a  planning 
project,  and  (except  as  provided  in  paragraph  (3)  of  this  subsection) 
the  amount  of  principal  of  a  loan  for  a  planning  project  which  may  be 
guaranteed  under  such  subsection,  shall  be  determined  by  the  Secre- 
tary, except  that  (A)  the  amount  to  be  paid  by  the  United  States  under 
any  single  grant  or  contract,  and  the  amount  of  principal  of  any 
single  loan  guaranteed  under  such  subsection,  may  not  exceed  $125,000, 
and  (B)  the  aggregate  of  the  amounts  to  be  paid  for  any  project  by 
the  United  States  under  grants  or  contracts,  or  both,  under  such  sub- 
section, and  the  aggregate  amount  of  principal  of  loans  guaranteed 
under  such  subsection  for  any  project,  may  not  exceed  the  greater  of 
(i)  90  per  centum  of  the  cost  of  such  project  (as  determined  under 
regulations  of  the  Secretary),  or  (ii)  in  the  case  of  a  project  for  a 
health  maintenance  organization  which  will  serve  a  medically  under- 
served  population,  such  greater  percentage  (up  to  100  per  centum)  of 
such  cost  as  the  Secretary  may  prescribe  if  he  determines  that  the  ceil- 
ing on  the  grants,  contracts,  and  loan  guarantees  (or  any  combination 
thereof)  for  such  project  should  be  determined  by  such  greater 
percentage. 

"(2)  The  amount  to  be  paid  by  the  United  States  under  a  grant 
made,  or  contract  entered  into,  under  subsection  (b)  for  an  initial 
development  project,  and  (except  as  provided  in  paragraph  (3)  of  this 
subsection)  the  amount  of  principal  of  a  loan  for  an  initial  develop- 
ment project  which  may  be  guaranteed  under  such  subsection,  shall  be 
determined  by  the  Secretary ;  except  that  the  amounts  to  be  paid  by  the 
United  States  for  any  initial  development  project  under  grants  or 
contracts,  or  both,  under  such  subsection,  and  the  aggregate  amount  of 
principal  of  loans  guaranteed  under  such  subsection  for  any  project, 
mav  not  exceed  the  lesser  of — 
"(A)  $1,000,000,  or 

"(B)  an  amount  equal  to  the  greater  of  (i)  90  per  centum  of 
the  cost  of  such  project  (as  determined  under  regulations  of  the 
Secretary),  or  (ii)  in  the  case  of  a  project  for  a  health  mainte- 
nance organization  which  will  serve  a  medically  underserved 
population,  such  greater  percentage  (up  to  100  per  centum)  of 
such  cost  as  the  Secretary  may  prescribe  if  he  determines  that 
the  ceiling  on  the  grants,  contracts,  and  loan  guarantees  (or  any 
combination  thereof)  for  such  project  should  be  determined  by 
such  greater  percentage. 
"(3)  The  cumulative  total  of  the  principal  of  the  loans  outstanding 
at  any  time  with  respect  to  which  guarantees  have  been  issued  under 
this  section  mav  not  exceed  such  limitations  as  may  be  specified  in 
appropriation  Acts. 

"(g)  Payments  under  grants  under  this  section  may  be  made  in 
advance  or  by  way  of  reimbursement  and  at  such  intervals  and  on 
such  conditions  as  the  Secretary  finds  necessary. 

"(h)  Contracts  may  be  entered  into  under  this  section  without 
regard  to  sections  3648  and  3709  of  the  Revised  Statutes  (31  U.S.C. 
529;  41  U.S.C.  5). 


47 


December  29,  1973         -  11  -  Pub.  Law  93-222  87  STAT.  924 


"(i)  Payments  under  grants  and  contracts  under  this  section  shall  Post,  p,930. 
be  made  from  appropriations  under  section  1309(a). 

"  (j )  Loan  guarantees  under  subsection  (a)  (2)  for  planning  projects 
may  be  made  through  the  fiscal  year  ending  June  30,  1976 ;  and  loan 
guarantees  under  subsection  (b)  (1)  (B)  for  initial  development  proj- 
ects may  be  made  through  the  fiscal  year  ending  June  30,  1977. 

"(k)  (1)  Of  the  sums  appropriated  for  any  fiscal  year  under  section 
1309(a)  for  grants  and  contracts  under  subsection  (a)  of  this  section, 
not  less  than  20  per  centum  shall  be  set  aside  and  obligated  in  such 
fiscal  year  for  projects  (A)  to  plan  the  establishment  or  expansion 
of  health  maintenance  organizations  which  the  Secretary  determines 
may  reasonably  be  expected  to  have  after  their  establishment  or  expan- 
sion not  less  than  66  per  centum  of  their  membership  drawn  from 
residents  of  non-metropolitan  areas,  and  (B)  the  applications  for 
which  meet  the  requirements  of  this  title  for  approval.  Sums  set  aside 
in  the  fiscal  year  ending  June  30,  1974,  or  June  30,  1975,  for  projects 
described  in  the  preceding  sentence  but  not  obligated  in  such  fiscal 
year  for  grants  and  contracts  under  subsection  (a)  of  this  section 
because  of  a  lack  of  applicants  for  projects  meeting  the  requirements 
of  such  sentence  shall  remain  available  for  obligation  under  such  sub- 
section in  the  succeeding  fiscal  year  for  projects  other  than  those 
described  in  clause  (A)  of  such  sentence. 

"(2)  Of  the  sums  appropriated  for  any  fiscal  year  under  section 
1309(a)  for  grants  and  contracts  under  subsection  (b)  of  this  section, 
not  less  than  20  per  centum  shall  be  set  aside  and  obligated  in  such 
fiscal  year  for  projects  (A)  for  the  initial  development  of  health  main- 
tenance organizations  which  the  Secretary  determines  may  reasonably 
be  expected  to  have  after  their  initial  development  not  less  than  66 
per  centum  of  their  membership  drawn  from  residents  of  non- 
metropolitan  areas,  and  (B)  the  applications  for  which  meet  the 
requirements  of  this  title  for  approval.  Sums  set  aside  in  the  fiscal  year 
ending  June  30,  1974,  or  in  either  of  the  next  two  fiscal  years  for 
projects  described  in  the  preceding  sentence  but  not  obligated  in  such 
fiscal  year  for  grants  and  contracts  under  subsection  (b)  of  this  section 
because  of  a  lack  of  applicants  for  projects  meeting  the  requirements 
of  such  sentence  shall  remain  available  for  obligation  under  such 
subsection  in  the  succeeding  fiscal  year  for  projects  other  than  those 
described  in  clause  (A)  of  such  sentence. 

"loans  and  loan  guarantees  for  initial  operation  costs 

"Sec.  1305.  (a)  The  Secretary  may— 

"(1)  make  loans  to  public  or  nonprofit  private  health  mainte- 
nance organizations  to  assist  them  in  meeting  the  amount  by  which 
their  operating  costs  in  the  period  of  the  first  thirty-six  months 
of  their  operation  exceed  their  revenues  in  that  period ; 

"(2)  make  loans  to  public  or  nonprofit  private  health  mainte- 
nance organizations  to  assist  them  in  meeting  the  amount  by  which 
their  operating  costs,  Avhich  the  Secretary  determines  are  attribut- 
able to  significant  expansion  in  their  membership  or  area  served 
and  which  are  incurred  in  the  period  of  the  first  thirty-six  months 
of  their  operation  after  such  expansion,  exceed  their  revenues  in 
that  period  which  the  Secretary  determines  are  attributable  to 
such  expansion ;  and 

"(3)  guarantee  to  non-Federal  lenders  payment  of  the  principal 
of  and  the  interest  on  loans  made  to  any  private  health  mainte- 
nance organization  (other  than  a  private  nonprofit  health  main- 
tenance organization)  for  the  amounts  referred  to  in  paragraph 
(1)  or  (2),  but  only  if  such  health  maintenance  organization  will 
serve  a  medically  underserved  population. 
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No  loan  or  loan  guarantee  may  be  made  under  this  subsection  for  the 
operating  costs  of  a  health  maintenance  organization  unless  the  Secre- 
tary determines  that  the  organization  has  made  all  reasonable  attempts 
to  meet  such  costs. 

"(b)(1)  Except  as  provided  in  paragraph  (2) ,  the  principal  amount 
of  any  loan  made  or  guaranteed  under  subsection  (a)  in  any  fiscal  year 
for  a  health  maintenance  organization  may  not  exceed  $1,000,000  and 
the  aggregate  amount  of  principal  of  loans  made  or  guaranteed,  or 
both,  under  this  section  for  a  health  maintenance  organization  may  not 
exceed  $2,500,000. 

"(2)  The  cumulative  total  of  the  principal  of  the  loans  outstanding 
at  any  time  which  have  been  directly  made,  or  with  respect  to  which 
guarantees  have  been  issued,  under  subsection  (a)  may  not  exceed  such 
limitations  as  may  be  specified  in  appropriation  Acts. 

"(c)  Loans  under  this  section  shall  be  made  from  the  fund  estab- 
lished under  section  1308(e) . 

"(d)  A  loan  or  loan  guarantee  may  be  made  under  this  section 
through  the  fiscal  year  ending  June  30, 1978. 

"(e)  Of  the  sums  used  for  loans  under  this  section  in  any  fiscal  year 
from  the  loan  fund  established  under  section  1308(e),  not  less  than 
20  per  centum  shall  be  used  for  loans  for  projects  (1)  for  the  initial 
operation  of  health  maintenance  organizations  which  the  Secretary 
determines  have  not  less  than  66  per  centum  of  their  membership 
drawn  from  residents  of  nonmetropolitan  areas,  and  (2)  the  applica- 
tions for  which  meet  the  requirements  of  this  title  for  approval. 

"application  requirements 

"Sec.  1306.  (a)  No  grant,  contract,  loan,  or  loan  guarantee  may  be 
made  under  this  title  unless  an  application  therefor  has  been  sub- 
mitted to,  and  approved  by,  the  Secretary. 

"(b)  The  Secretary  may  not  approve  an  application  for  a  grant, 
contract,  loan,  or  loan  guarantee  under  this  title  unless — 

"(1)  in  the  case  of  an  application  for  assistance  under  section 
1303  or  1304,  such  application  meets  the  application  requirements 
of  such  section  and  in  the  case  of  an  application  for  a  loan  or  loan 
guarantee,  such  application  meets  the  requirements  of  section 
1308 ; 

"(2)  he  determines  that  the  applicant  making  the  application 
would  not  be  able  to  complete  the  project  or  undertaking  for  which 
the  application  is  submitted  without  the  assistance  applied  for; 

"(3)  the  application  contains  satisfactory  specification  of  the 
existing  or  anticipated  (A)  population  group  or  groups  to  be 
served  by  the  proposed  or  existing  health  maintenance  organiza- 
tion described  in  the  application,  (B)  membership  of  such  orga- 
nization, (C)  methods,  terms,  and  periods  of  the  enrollment  of 
members  of  such  organization,  (I)1)  estimated  costs  ner  member 
of  the  health  and  educational  services  to  be  provided  by  such 
organization  and  the  nature  of  such  costs,  (E)  sources  of  profes- 
sional services  for  such  organization,  and  organizational  arran're- 
ments  of  such  organization  for  providing  health  and  educational 
services,  (F)  organizational  arrangements  of  such  organization 
for  an  ongoing  quality  assurance  program  in  conformity  with  the 
Ante,  p. 914.  requirements  of  section  1301  (c),  (G^  sources  of  prenavment  and 

other  forms  of  payment  for  the  services  to  be  provided  by  such 
organization.  (H)  facilities,  and  additional  capital  investments 
and  sources  of  financing;  therefor,  available  to  such  organization 
to  provide  the  level  and  scope  of  services  proposed.  (I)  adminis- 
trative, managerial,  and  financial  arrangements  and  capabilities 


Limitations, 


Post,  p.  930. 


49 


December  29,  1973         -  13  -  Pub.  Law  93-222 

 87  STAT.  926 

of  such  organization,  (J)  role  for  members  in  the  planning  and 
policymaking  for  such  organization,  (K)  grievance  procedures 
for  members  of  such  organization,  and  (L)  evaluations  of  the 
support  for  and  acceptance  of  such  organization  by  the  popula- 
tion to  be  served,  the  sources  of  operating  support,  and  the  pro- 
fessional groups  to  be  involved  or  affected  thereby ; 

''(4)  contains  or  is  supported  by  assurances  satisfactory  to  the 
Secretary  that  the  applicant  making  the  application  will,  in 
accordance  with  such  criteria  as  the  Secretary  shall  by  regulation 
prescribe,  enroll,  and  maintain  an  enrollment  of  the  maximum 
number  of  members  that  its  available  and  potential  resources 
(as  determined  under  regulations  of  the  Secretary)  will  enable 
it  to  effectively  serve ; 

"(5)  the  section  314(b)  areawide  health  planning  agency  whose  80  Stat.  1181; 
section  314(b)  plan  covers  (in  whole  or  in  part)  the  area  to  be  84  Stat.  1304. 
served  by  the  health  maintenance  organization  for  which  such  42  use  246. 
application  is  submitted,  or  if  there  is  no  such  agency,  the  section 
314(a)  State  health  planning  agency  whose  section  314(a)  plan 
covers  (in  whole  or  in  part)  such  area,  has,  in  accordance  with 
regulations  of  the  Secretary  under  subsection  (c)  of  this  section, 
been  provided  an  opportunity  to  review  the  application  and  to 
submit  to  the  Secretary  for  his  consideration  its  recommendations 
respecting  approval  of  the  application  or  if  under  applicable 
State  law  such  an  application  may  not  be  submitted  without  the 
approval  of  the  section  314(b)  areawide  health  planning  agency 
or  the  section  314(a)  State  health  planning  agency,  the  required 
approval  has  been  obtained; 

"(6)  in  the  case  of  an  application  made  for  a  project  which 
previously  received  a  grant,  contract,  loan,  or  loan  guarantee 
under  this  title,  such  application  contains  or  is  supported  by 
assurances  satisfactory  to  the  Secretary  that  the  applicant  making 
the  application  has  the  financial  capability  to  adequately  carry 
out  the  purposes  of  such  project  and  has  developed  and  operated 
such  project  in  accordance  with  the  requirements  of  this  title  and 
with  the  plans  contained  in  previous  applications  for  such  assist- 
ance; and 

"(7)  the  application  is  submitted  in  such  form  and  manner, 
and  contains  such  additional  information,  as  the  Secretary  shall 
prescribe  in  regulations. 
An  organization  making  multiple  applications  for  more  than  one  Multiple 
grant,  contract,  loan,  or  loan  guarantee  under  this  title,  simultaneously  applications, 
or  over  the  course  of  time,  shall  not  be  required  to  submit  duplicate  or 
redundant  information  but  shall  be  required  to  update  the  specifica- 
tions (required  by  paragraph  (3) )  respecting  the  existing  or  proposed 
health  maintenance  organization  in  such  manner  and  with  such  fre- 
quency as  the  Secretary  may  by  regulation  prescribe. 

"(c)  The  Secretary  shall  by  regulation  establish  standards  and 
procedures  for  section  314(b)  areawide  health  planning  agencies  and 
section  314(a)  State  health  planning  agencies  to  follow  in  reviewing 
and  commenting  on  applications  for  grants,  contracts,  loans,  and  loan 
guarantees  under  this  title. 

"administration  of  assistance  programs 

"Sec.  1307.  (a)  (1)  Each  recipient  of  a  grant,  contract,  loan,  or  loan  Reoord- 
guarantee  under  this  title  shall  keep  such  records  as  the  Secretary  shall  keeping, 
prescribe,  including  records  which  fully  disclose  the  amount  and  dis- 
position by  such  recipient  of  the  proceeds  of  the  grant,  contract,  or 
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loan  (directly  made  or  guaranteed),  the  total  cost  of  the  undertaking 
in  connection  with  which  such  assistance  was  given  or  used,  the  amount 
of  that  portion  of  the  cost  of  the  undertaking  supplied  by  other 
sources,  and  such  other  records  as  will  facilitate  an  effective  audit. 

"(2)  The  Secretary,  or  any  of  his  duly  authorized  representatives, 
shall  have  access  for  the  purpose  of  audit  and  examination  to  any 
books,  documents,  papers,  and  records  of  the  recipients  of  a  grant,  con- 
tract, loan,  or  loan  guarantee  under  this  title  which  relate  to  such 
assistance. 

"(b)  Upon  expiration  of  the  period  for  which  a  grant,  contract, 
loan,  or  loan  guarantee  was  provided  an  entity  under  this  title,  such 
entit}-  shall  make  a  full  and  complete  report  to  the  Secretary  in  such 
manner  as  he  may  by  regulation  prescribe.  Each  such  report  shall 
contain,  among  such  other  matters  as  the  Secretary  may  by  regula- 


relating  to  the  matters  referred  to  in  section  1306  (b)(3). 

"(c)  If  in  any  fiscal  year  the  funds  appropriated  under  section 
1309  are  insufficient  to  fund  all  applications  approved  under  this  title 
for  that  fiscal  year,  the  Secretary  shall,  after  applying  the  applicable 
priorities  under  sections  1303  and  1304,  give  priority  to  the  funding  of 
applications  for  projects  which  the  Secretary  determines  are  the  most 
likely  to  be  economically  viable. 

"(d)  An  entity  which  provides  health  services  to  a  defined  popula- 
tion on  a  prepaid  basis  and  which  has  members  who  are  entitled  to 
insurance  benefits  under  title  XVIII  of  the  Social  Security  Act  or  to 
medical  assistance  under  a  State  plan  approved  under  title  XIX  of 
such  Act  may  be  considered  as  a  health  maintenance  organization  for 
purposes  of  receiving  assistance  under  this  title  if — 

"(1)  with  respect  to  its  members  who  are  entitled  to  such 
insurance  benefits  or  to  such  medical  assistance  it  (A)  provides 
health  services  in  accordance  with  section  1301(b),  except  that 
(i)  it  does  not  furnish  to  those  members  the  health  services  (with- 
in the  basic  health  services)  for  which  it  may  not  be  compensated 
under  such  title  XVIII  or  such  State  plan,  and  (ii)  it  does  not 
fix  the  basic  or  supplemental  health  services  payment  for  such 
members  under  a  community  rating  system,  and  (B)  is  organized 
and  operated  in  the  manner  prescribed  by  section  1301(c),  except 
that  it  does  not  assume  full  financial  risk  on  a  prospective  basis 
for  the  provision  to  such  members  of  basic  or  supplemental  health 
services  with  respect  to  which  it  is  not  required  under  such  title 
XVIII  or  such  State  plan  to  assume  such  financial  risk;  and 

"(2)  with  respect  to  its  other  members  it  provides  health  serv- 
ices in  accordance  with  section  1301(b)  and  is  organized  and  oper- 
ated in  the  manner  prescribed  by  section  1301(c). 
"(e)  In  any  fiscal  year  no  loan  guarantee  may  be  made  under  this 
title  if  the  making  of  such  guarantee  would  cause  the  cumulative  total 
of  the  principal  of  the  loans  guaranteed  under  this  title  in  such  fiscal 
year  to  exceed  the  amount  of  grant  and  contract  funds  obligated  under 
this  title  in  such  fiscal  year;  except  that  this  subsection  shall  not  apply 
if  the  amount  of  grant  and  contract  funds  obligated  under  this  title 
in  such  fiscal  year  equals  the  sums  appropriated  under  section  1309  for 
grants  and  contracts  for  such  fiscal  year. 

"general  provisions  relating  to  loan  guarantees  and  loans 

"Sec.  1308.  (a)  (1)  The  Secretary  may  not  approve  an  application 
for  a  loan  guarantee  under  this  title  unless  he  determines  that  (A) 
the  terms,  conditions,  security  (if  any),  and  schedule  and  amount  of 
repayments  with  respect  to  the  loan  are  sufficient  to  protect  the  finan- 
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cial  interests  of  the  United  States  and  are  otherwise  reasonable,  includ- 
ing a  determination  that  the  rate  of  interest  does  not  exceed  such  per 
centum  per  annum  on  the  principal  obligation  outstanding  as  the  Sec- 
retary determines  to  be  reasonable,  taking  into  account  the  range  of 
interest  rates  prevailing  in  the  private  market  for  similar  loans  and 
the  risks  assumed  by  the  United  States,  and  (B)  the  loan  would  not 
be  available  on  reasonable  terms  and  conditions  without  the  guarantee 
under  this  title. 

"(2)  (A)  The  United  States  shall  be  entitled  to  recover  from  the 
applicant  for  a  loan  guarantee  under  this  title  the  amount  of  any  pay- 
ment made  pursuant  to  such  guarantee,  unless  the  Secretary  for  good 
cause  waives  such  right  of  recovery;  and,  upon  making  any  such  pay- 
ment, the  United  States  shall  be  subrogated  to  all  of  the  rights  of  the 
recipient  of  the  payments  with  respect  to  which  the  guarantee  was 
made. 

u (B)  To  the  extent  permitted  by  subparagraph  (C) ,  any  terms  and 
conditions  applicable  to  a  loan  guarantee  under  this  title  (including 
terms  and  conditions  imposed  under  subparagraph  (D) )  may  be 
modified  by  the  Secretary  to  the  extent  he  determines  it  to  be  consistent 
with  the  financial  interest  of  the  United  States. 

"(C)  Any  loan  guarantee  made  by  the  Secretary  under  this  title 
shall  be  incontestable  (i)  in  the  hands  of  an  applicant  on  whose  behalf 
such  guarantee  is  made  unless  the  applicant  engaged  in  fraud  or  mis- 
representation in  securing  such  guarantee,  and  (li)  as  to  any  person 
(or  his  successor  in  interest)  who  makes  or  contracts  to  make  a  loan 
to  such  applicant  in  reliance  thereon  unless  such  person  (or  his  succes- 
sor in  interest)  engaged  in  fraud  or  misrepresentation  in  making  or 
contracting  to  make  such  loan. 

"(D)  Guarantees  of  loans  under  this  title  shall  be  subject  to  such 
further  terms  and  conditions  as  the  Secretary  determines  to  be  neces- 
sary to  assure  that  the  purposes  of  this  title  will  be  achieved. 

"(b)  (1)  The  Secretary  may  not  approve  an  application  for  a  loan 
under  this  title  unless — 

"(A)  the  Secretary  is  reasonably  satisfied  that  the  applicant 
therefor  will  be  able  to  make  payments  of  principal  and  interest 
thereon  when  due,  and 

"(B)  the  applicant  provides  the  Secretary  with  reasonable 
assurances  that  there  will  be  available  to  it  such  additional  funds 
as  may  be  necessary  to  complete  the  project  or  undertaking  with 
respect  to  which  such  loan  is  requested. 
"(2)  Any  loan  made  under  this  title  shall  (A)  have  such  security, 
(B)  have  such  maturity  date,  (C)  be  repayable  in  such  installments, 
(D)  bear  interest  at  a  rate  comparable  to  the  current  rate  of  interest 
prevailing,  on  the  date  the  loan  is  made,  with  resj)ect  to  loans  guaran- 
teed under  this  title,  and  ( E)  be  subject  to  such  other  terms  and  condi- 
tions (including  provisions  for  recovery  in  case  of  default),  as  the 
Secretary  determines  to  be  necessary  to  carry  out  the  purposes  of  this 
title  while  adequately  protecting  the  financial  interests  of  the  United 
States. 

"(3)  The  Secretary  may,  for  good  cause  but  with  due  regard  to  the 
financial  interests  of  the  United  States,  waive  any  right  of  recovery 
which  he  has  by  reason  of  the  failure  of  a  borrower  to  make  payments 
of  principal  of  and  interest  on  a  loan  made  under  this  title,  except  that 
if  such  loan  is  sold  and  guaranteed,  any  such  waiver  shall  have  no 
effect  upon  the  Secretary's  guarantee  of  timely  payment  of  principal 
and  interest. 

"(c)  (1)  The  Secretary  may  from  time  to  time,  but  with  due  regard 
to  the  financial  interests  of  the  United  States,  sell  loans  made  by  him 
under  this  title. 
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"(2)  The  Secretary  may  agree,  prior  to  his  sale  of  any  such  loan, 
to  guarantee  to  the  purchaser  (and  any  successor  in  interest  of  the 
purchaser)  compliance  by  the  borrower  with  the  terms  and  conditions 
of  such  loan.  Any  such  agreement  shall  contain  such  terms  and  condi- 
tions as  the  Secretary  considers  necessary  to  protect  the  financial  inter- 
ests of  the  United  States  or  as  otherwise  appropriate.  Any  such 
agreement  may  (A)  provide  that  the  Secretary  shall  act  as  agent  of 
any  such  purchaser  for  the  purpose  of  collecting  from  the  borrower 
to  which  such  loan  was  made  and  paying  over  to  such  purchaser,  any 
payments  of  principal  and  interest  payable  by  such  organization  under 
such  loan;  and  (B)  provide  for  the  repurchase  by  the  Secretary  of 
any  such  loan  on  such  terms  and  conditions  as  may  be  specified  in 
the  agreement.  The  full  faith  and  credit  of  the  United  States  is  pledged 
to  the  payment  of  all  amounts  which  may  be  required  to  be  paid  under 
any  guarantee  under  this  paragraph. 

"(3)  After  any  loan  under  this  title  to  a  public  health  maintenance 
organization  has  been  sold  and  guaranteed  under  this  subsection,  inter- 
est paid  on  such  loan  which  is  received  by  the  purchaser  thereof  (or 
his  successor  in  interest)  shall  be  included  in  the  gross  income  of  the 
purchaser  of  the  loan  (or  his  successor  in  interest)  for  the  purpose  of 
68 A  Stat.  3.  chapter  1  of  the  Internal  Revenue  Code  of  1954. 
26  use  l  "(4)  Amounts  received  by  the  Secretary  as  proceeds  from  the  sale 

et  seq.  of  loans  under  this  subsection  shall  be  deposited  in  the  loan  fund 

established  under  subsection  (e). 
Loan  guarantee        "(d)  (1)  There  is  established  in  the  Treasury  a  loan  guarantee  fund 
fund,  (hereinafter  in  this  subsection  referred  to  as  the  'fund')  which  shall 

Establishment,  be  available  to  the  Secretary  without  fiscal  year  limitation,  in  such 
amounts  as  may  be  specified  from  time  to  time  in  appropriation  Acts, 
to  enable  him  to  discharge  his  responsibilities  under  loan  guarantees 
issued  by  him  under  this  title.  There  are  authorized  to  be  appropri- 
ated from  time  to  time  such  amounts  as  may  be  necessary  to  provide 
the  sums  required  for  the  fund.  To  the  extent  authorized  in  appro- 
priation Acts,  there  shall  also  be  deposited  in  the  fund  amounts 
received  by  the  Secretary  in  connection  with  loan  guarantees  under 
this  title  and  other  property  or  assets  derived  by  him  from  his  opera- 
tions respecting  such  loan  guarantees,  including  any  money  derived 
f  rom  the  sale  of  assets. 

"(2)  If  at  any  time  the  sums  in  the  funds  are  insufficient  to  enable 
the  Secretary  to  discharge  his  responsibilities  under  guarantees  issued 
by  him  under  this  title,  he  is  authorized  to  issue  to  the  Secretary  of 
the  Treasury  notes  or  other  obligations  in  such  forms  and  denomina- 
tions, bearing  such  maturities,  and  subject  to  such  terms  and  condi- 
tions, as  may  be  prescribed  by  the  Secretary  with  the  approval  of  the 
Secretary  of  the  Treasury.  Such  notes  or  other  obligations  shall  bear 
interest  at  a  rate  determined  by  the  Secretary  of  the  Treasury,  taking 
into  consideration  the  current  average  market  yield  on  outstanding 
marketable  obligations  of  the  United  States  of  comparable  maturities 
during  the  month  preceding  the  issuance  of  the  notes  or  other  obliga- 
tions. The  Secretary  of  the  Treasury  shall  purchase  any  notes  and 
other  obligations  issued  under  this  paragraph  and  for  that  purpose  he 
may  use  as  a  public  debt  transaction  the  proceeds  from  the  sale  of  any 
40  Stat.  288.  securities  issued  under  the  Second  Liberty  Bond  Act,  and  the  purposes 
31  use  774.  for  which  the  securities  may  be  issued  under  that  Act  are  extended  to 
include  any  purchase  of  such  notes  and  obligations.  The  Secretary  of 
the  Treasury  may  at  any  time  sell  any  of  the  notes  or  other  obligations 
acquired  by  him  under  this  paragraph.  All  redemptions,  purchases, 
and  sales  by  the  Secretary  of  the  Treasury  of  such  notes  or  other  obli- 
gations shall  be  treated  as  public  debt  transactions  of  the  United  States. 
Sums  borrowed  under  this  paragraph  shall  be  deposited  in  the  fund 
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and  redemption  of  such  notes  and  obligations  shall  be  made  by  the 
Secretary  from  the  fund. 

"(e)  There  is  established  in  the  Treasury  a  loan  fund  (hereinafter  Loan  fund, 
in  this  subsection  referred  to  as  the  'fund')  which  shall  be  available  to  Establishment, 
the  Secretary  without  fiscal  year  limitation,  in  such  amounts  as  may  be 
specified  from  time  to  time  in  appropriation  Acts,  to  enable  him  to 
make  loans  under  this  title.  There  shall  also  be  deposited  in  the  fund 
amounts  received  by  the  Secretary  as  interest  payments  and  repayment 
of  principal  on  loans  made  under  this  title  and  other  property  or  assets 
derived  by  him  from  his  operations  respecting  such  loans,  from  the 
sale  of  loans  under  subsection  (c)  of  this  section,  or  from  the  sale  of 
assets. 

"authorizations  of  appropriations 

"Sec.  1309.  (a)  For  the  purpose  of  making  payments  under  grants 
and  contracts  under  sections  1303,  1304(a),  and  1304(b),  there  are 
authorized  to  be  appropriated  $25,000,000  for  the  fiscal  year  ending 
June  30,  1974,  $55,000,000  for  the  fiscal  year  ending  June  30,  1975, 
and  $85,000,000  for  the  fiscal  year  ending  June  30,  1976 ;  and  for  the 
purpose  of  making  payments  under  grants  and  contracts  under  sec- 
tion 1304(b)  for  the  fiscal  vear  ending  June  30,  1977,  there  is  author- 
ized to  be  appropriated  $85*000,000. 

"(b)  There  is  authorized  to  be  appropriated  to  the  loan  fund  estab- 
lished under  section  1308(e)  $75,000,000  in  the  aggregrate  for  the  fiscal 
years  ending  June  30, 1974,  and  June  30, 1975. 

"employees*  health  benefits  plans 

"Sec.  1310.  (a)  Each  employer  which  is  required  during  any  calen- 
dar quarter  to  pay  its  employees  the  minimum  wage  specified  by  sec- 
tion 6  of  the  Fair  Labor  Standards  Act  of  1938  (or  would  be  required    52  Stat.  1062 
to  pay  his  employees  such  wage  but  for  section  13(a)  of  such  Act) ,  and    77  Stat.  56$ 
which  during  such  calendar  quarter  employed  an  average  number  of    80  Stat.  838. 
employees  of  not  less  than  twenty-five,  shall,  in  accordance  with  regu-    29  usc  201# 
lations  which  the  Secretary  shall  prescribe,  include  in  any  health    75  ^tat.  71; 
benefits  plan  offered  to  its  employees  in  the  calendar  year  beginning    g6  stat*  375* 
after  such  calendar  quarter  the  option  of  membership  in  qualified    2g  usc  213 
health  maintenance  organizations  which  are  engaged  in  the  provision 
of  basic  and  supplemental  health  services  in  the  areas  in  which  such 
employees  reside. 

"(b)  If  there  is  more  than  one  qualified  health  maintenance  organi- 
zation which  is  engaged  in  the  provision  of  basic  and  supplemental 
health  services  in  the  area  in  which  the  employees  of  an  employer  sub- 
ject to  subsection  (a)  reside  and  if — 

"(1)  one  or  more  of  such  organizations  provides  basic  health 
services  through  professionals  who  are  members  of  the  staff  of  the 
organization  or  a  medical  group  (or  groups),  and 

"(2)  one  or  more  of  such  organizations  provides  such  services 
through  an  individual  practice  association  (or  associations), 
then  of  the  qualified  health  maintenance  organizations  included  in  a 
health  benefits  plan  of  such  employer  pursuant  to  subsection  (a)  at 
least  one  shall  be  an  organization  which  provides  basic  health  services 
as  described  in  clause  (1)  and  at  least  one  shall  be  an  organization 
which  provides  basic  health  services  as  described  in  clause  (2). 

"(c)  No  employer  shall  be  required  to  pay  more  for  health  benefits 
as  a  result  of  the  application  of  this  section  than  would  otherwise  be 
required  by  any  prevailing  collective  bargaining  agreement  or  other 
legally  enforceable  contract  for  the  provision  of  health  benefits 
between  the  employer  and  its  employees.  Failure  of  any  employer  to 
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comply  with  the  requirements  of  subsection  (a)  shall  be  considered  a 
willful  violation  of  section  15  of  the  Fair  Labor  Standards  Act  of  1938. 

"(d)  For  purposes  of  this  section,  the  term  'qualified  health  mainte- 
nance organization'  means  (1)  a  health  maintenance  organization 
which  has  provided  assurances  satisfactory  to  the  Secretary  that  it 
provides  basic  and  supplemental  health  services  to  its  members  in  the 
manner  prescribed  by  section  1301(b)  and  that  it  is  organized  and 
operated  in  the  manner  prescribed  by  section  1301(c),  and  (2)  an 
entity  which  proposes  to  become  a  health  maintenance  organization 
and  which  the  Secretary  determines  will  when  it  becomes  operational 
provide  basic  and  supplemental  health  services  to  its  members  in  the 
manner  prescribed  by  section  1301(b)  and  will  be  organized  and 
operated  in  the  manner  prescribed  by  section  1301  (c) . 

"restrictive  state  laws  and  practices 

"Sec.  1311.  (a)  In  the  case  of  any  entity — - 

"(1)  which  cannot  do  business  as  a  health  maintenance  orga- 
nization in  a  State  in  which  it  proposes  to  furnish  basic  and  sup- 
plemental health  services  because  that  State  by  law,  regulation,  or 
otherwise — - 

"  ( A)  requires  as  a  condition  to  doing  business  in  that  State 
that  a  medical  society  approve  the  furnishing  of  services  by 
the  entity, 

"(B)  requires  that  physicians  constitute  all  or  a  percentage 
of  its  governing  body, 

"(C)  requires  that  all  physicians  or  a  percentage  of  physi- 
cians in  the  locale  participate  or  be  permitted  to  participate 
in  the  provision  of  services  for  the  entity,  or 

"(D)  requires  that  the  entity  meet  requirements  for  insur- 
ers of  health  care  services  doing  business  in  that  State  respect- 
ing initial  capitalization  and  establishment  of  financial 
reserves  against  insolvency,  and 
"(2)  for  which  a  grant,  contract,  loan,  or  loan  guarantee  was 
made  under  this  title  or  which  is  a  qualified  health  maintenance 
organization  for  purposes  of  section  1310  (relating  to  employees' 
health  benefits  plans) , 
such  requirements  shall  not  apply  to  that  entity  so  as  to  prevent  it 
from  operating  as  a  health  maintenance  organization  in  accordance 
with  section  1301. 

"(b)  No  State  may  establish  or  enforce  any  law  which  prevents  a 
health  maintenance  organization  for  which  a  grant,  contract,  loan,  or 
loan  guarantee  was  made  under  this  title  or  which  is  a  qualified  health 
maintenance  organization  for  purposes  of  section  1310  (relating  to 
employees'  health  benefits  plans),  from  soliciting  members  through 
advertising  its  services,  charges,  or  other  nonprofessional  aspects  of 
its  operation.  This  subsection  does  not  authorize  any  advertising  which 
identifies,  refers  to,  or  makes  any  qualitative  judgment  concerning,  any 
health  professional  who  provides  services  for  a  health  maintenance 
organization. 

"continued  regulation  of  health  maintenance  organizations 

"Sec.  1312.  (a)  If  the  Secretary  determines  that  an  entity  which 
received  a  grant,  contract,  loan,  or  loan  guarantee  under  this  title  as 
a  health  maintenance  organization  or  which  was  included  in  a  health 
benefits  plan  offered  to  employees  pursuant  to  section  1310 — 

"(1)  fails  to  provide  basic  and  supplemental  services  to  its 
members, 
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"(2)  fails  to  provide  such  services  in  the  manner  prescribed  by 
section  1301(b),  or 

"(3)  is  not  organized  or  operated  in  the  manner  prescribed  by 
section  1301(c), 

the  Secretary  may,  in  addition  to  any  other  remedies  available  to  him, 
bring  a  civil  action  in  the  United  States  district  court  for  the  district 
in  which  such  entity  is  located  to  enforce  its  compliance  with  any 
assurances  it  furnished  him  respecting  the  provision  of  basic  and 
supplemental  health  services  or  its  organization  or  operation,  as  the 
case  may  be,  which  assurances  were  made  under  section  1310  or  when 
application  was  made  under  this  title  for  a  grant,  contract,  loan,  or 
loan  guarantee. 

"(b)  The  Secretary,  through  the  Assistant  Secretary  for  Health, 
shall  administer  subsection  (a)  in  the  Office  of  the  Assistant  Secretary 
for  Health. 


"limitation  on  source  of  funding  for  health  maintenance 
organizations 

"Sec.  1313.  No  funds  appropriated  under  any  provision  of  this  Act 
other  than  this  title  may  be  used— 

"(1)  for  grants  or  contracts  for  surveys  or  other  activities  to 
determine  the  feasibility  of  developing  or  expanding  health  main- 
tenance organizations  or  other  entities  which  provide,  directly  or 
indirectly,  health  services  to  a  defined  population  on  a  prepaid 
basis ; 

"(2)  for  grants  or  contracts,  or  for  payments  under  loan  guar- 
antees, for  planning  projects  for  the  establishment  or  expansion 
of  such  organizations  or  entities; 

"(3)  for  grants  or  contracts,  or  for  payments  under  loan  guar- 
antees, for  projects  for  the  initial  development  or  expansion  of 
such  organizations  or  entities;  or 

"  (4)  for  loans,  or  for  payments  under  loan  guarantees,  to  assist 
in  meeting  the  costs  of  the  initial  operation  after  establishment  or 
expansion  of  such  organizations  or  entities. 

"program  evaluation 

"Sec.  1314.  (a)  The  Comptroller  General  shall  evaluate  the  oper- 
ations of  at  least  fifty  of  the  health  maintenance  organizations  for 
which  assistance  was  provided  under  section  1303,  1304,  or  1305.  The 
period  of  operation  of  such  health  maintenance  organizations  which 
shall  be  evaluated  under  this  subsection  shall  be  not  less  than  thirty-six 
months.  The  Comptroller  General  shall  report  to  the  Congress  the  Report  to 
results  of  the  evaluation  not  later  than  ninety  days  after  at  least  fifty  Congress, 
of  such  health  maintenance  organizations  have  been  in  operation  for 
at  least  thirty-six  months.  Such  report  shall  contain  findings — 

"(1)  with  respect  to  the  ability  of  the  organizations  evaluated 

to  operate  on  a  fiscally  sound  basis  without  continued  Federal 

financial  assistance, 

"(2)  with  respect  to  the  ability  of  such  organizations  to  meet 

the  requirements  of  section  1301(c)  respecting  their  organization 

and  operation, 

"  (3)  with  respect  to  the  ability  of  such  organizations  to  provide 
basic  and  supplemental  health  services  in  the  manner  prescribed 
by  section  1301(b), 

"  (4)  with  respect  to  the  ability  of  such  organizations  to  include 
indigent  and  high-risk  individuals  in  their  membership,  and 

"  (5)  with  respect  to  the  ability  of  such  organizations  to  provide 
services  to  medically  underserved  populations. 
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"(b)  The  Comptroller  General  shall  also  conduct  a  study  of  the 
economic  effects  on  employers  resulting  from  their  compliance  with 
the  requirements  of  section  1310.  The  Comptroller  General  shall  report 
to  the  Congress  the  results  of  such  study  not  later  than  thirty-six 
months  after  the  date  of  the  enactment  of  this  title. 

"(c)  The  Comptroller  General  shall  evaluate  (1)  the  operations  of 
distinct  categories  of  health  maintenance  organizations  in  comparison 
with  each  other,  (2)  health  maintenance  organizations  as  a  group  in 
comparison  with  alternative  forms  of  health  care  delivery,  and  (3)  the 
impact  that  health  maintenance  organizations,  individually,  by  cate- 
gory, and  as  a  group,  have  on  the  health  of  the  public.  The  Comp- 
troller General  shall  report  to  the  Congress  the  results  of  such 
evaluation  not  later  than  thirty-six  months  after  the  date  of  the  enact- 
ment of  this  title. 

"annual  report 

"Sec.  1315.  (a)  The  Secretary  shall  periodically  review  the  pro- 
grams of  assistance  authorized  by  this  title  and  make  an  annual  report 
to  the  Congress  of  a  summary  of  the  activities  under  each  program. 
The  Secretary  shall  include  in  such  summary — 

"  ( 1 )  a  summary  of  each  grant,  contract,  loan,  or  loan  guarantee 
made  under  this  title  in  the  period  covered  by  the  report  and  a 
list  of  the  health  maintenance  organizations  which  during  such 
period  became  qualified  health  maintenance  organizations  for 
purposes  of  section  1310; 

"(2)  the  statistics  and  other  information  reported  in  such 
period  to  the  Secretary  in  accordance  with  section  1301(c)  (11)  ; 

"(3)  findings  with  respect  to  the  ability  of  the  health  main- 
tenance organizations  assisted  under  this  title — 

"(A)  to  operate  on  a  fiscally  sound  basis  without  continued 
Federal  financial  assistance, 

"(B)  to  meet  the  requirements  of  section  1301(c)  respect- 
ing their  organization  and  operation, 

"(C)  to  provide  basic  and  supplemental  health  services  in 
the  manner  prescribed  by  section  1301  (b) , 

"(D)  to  include  indigent  and  high-risk  individuals  in  their 
membership,  and 

"(E)  to  provide  services  to  medically  underserved  popula- 
tions; and 
"(4)  findings  with  respect  to — 

"(A)  the  operation  of  distinct  categories  of  health  main- 
tenance organizations  in  comparison  with  each  other, 

"(B)  health  maintenance  organizations  as  a  group  in  com- 
parison with  alternative  forms  of  health  care  delivery,  and 
"(C)  the  impact  that  health  maintenance  organizations, 
individually,  by  category,  and  as  a  group,  have  on  the  health 
of  the  public. 

"(b)  The  Office  of  Management  and  Budget  may  review  the  Secre- 
tary's report  under  subsection  (a)  before  its  submission  to  the  Con- 
gress, but  the  Office  may  not  revise  the  report  or  delay  its  submission, 
and  it  may  submit  to  the  Congress  its  comments  (and  those  of  other 
departments  or  agencies  of  the  Government)  respecting  such  report." 

QUALITY  ASSURANCE 

Sec.  3.  Title  III  of  the  Public  Plealth  Service  Act  is  amended  by 
adding  at  the  end  thereof  the  following  new  part : 
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"Part  K — Quality  Assurance 
"quality  assurance 

"Sec.  399c.  (a)(1)  The  Secretary,  through  the  Assistant  Secretary  Research  and 
for  Health,  shall  conduct  research  and  evaluation  programs  respecting  evaluation 
the  effectiveness,  administration,  and  enforcement  of  quality  assurance  programs, 
programs.  Such  research  and  evaluation  programs  shall  be  carried  out 
in  cooperation  with  the  entity  within  the  Department  which  adminis- 
ters the  programs  of  assistance  under  section  304.  81  Stat.  534. 

u(2)  For  the  purpose  of  carrying  out  paragraph  (1),  there  are  42  use  242b. 
authorized  to  be  appropriated  $4,000,000  for  the  fiscal  year  ending  Appropriation. 
June  30,  1974,  $8,000,000  for  the  fiscal  year  ending  June  30,  1975, 
$9,000,000  for  the  fiscal  year  ending  June  30,  1976,  $9,000,000  for  the 
fiscal  year  ending  June  30,  1977,  and  $10,000,000  for  the  fiscal  vear 
ending  June  30,  1978. 

u(b)  The  Secretary  shall  make  an  annual  report  to  the  Congress  Annual  report 
and  the  President  on  (1)  the  quality  of  health  care  in  the  United  to  President 
States,  (2)  the  operation  of  quality  assurance  programs,  and  (3)  and  Congress, 
advances  made  through  research  and  evaluation  of  the  effectiveness, 
administration,  and  enforcement  of  quality  assurance  programs.  The 
first  annual  report  under  this  subsection  shall  be  made  with  respect  to 
calendar  year  1974  and  shall  be  submitted  not  later  than  March  1,  1975. 
The  Office  of  Management  and  Budget  may  review  the  Secretary's 
report  under  this  subsection  before  its  submission  to  the  Congress,  but 
the  Office  may  not  revise  the  report  or  delay  its  submission  to  the  Con- 
gress, and  it  may  submit  to  the  Secretary  and  the  Congress  its 
comments  (and  those  of  other  departments  and  agencies  of  the  Gov- 
ernment) with  respect  to  such  report." 

health  care  quality  assurance  programs  study 

Sec.  4.  (a)  The  Secretary  of  Health,  Education,  and  Welfare  shall 
contract,  in  accordance  with  subsection  (b),  for  the  conduct  of  a  study 
to— 

(1)  analyze  past  and  present  mechanisms  (both  required  by 
law  and  voluntary)  to  assure  the  quality  of  health  care,  identify 
the  strengths  and  weaknesses  of  current  major  prototypes  of 
health  care  quality  assurance  systems,  and  identify  on  a  compa- 
rable basis  the  costs  of  such  prototypes; 

(2)  provide  a  set  of  basic  principles  to  be  followed  by  any 
effective  health  care  quality  assurance  system,  including  principles 
affecting  the  scope  of  the  system,  methods  for  assessing  care,  data 
requirements,  specifications  for  the  development  of  criteria  and 
standards  which  relate  to  desired  outcomes  of  care,  and  means  for 
assessing  the  responsiveness  of  such  care  to  the  needs  and  percep- 
tions of  the  consumers  of  such  care ; 

(3)  provide  an  assessment  of  programs  for  improving  the  per- 
formance of  health  practitioners  and  institutions  in  providing 
high-quality  health  care,  including  a  study  of  the  effectiveness  of 
sanctions  and  educational  programs; 

(4)  define  the  specific  needs  for  a  program  of  research  and  eval- 
uation in  health  care  quality  assurance  methods,  including  the 
design  of  prospective  evaluations  protocols  for  health  care  qual- 
ity assurance  systems ;  and 

(5)  provide  methods  for  assessing  the  quality  of  health  care 
from  the  point  of  view  of  consumers  of  such  care. 

(b)  The  Secretary  shall  contract  for  the  conduct  of  the  study  contract  with 
required  by  subsection  (a)  with  a  nonprofit  private  organization  private  organi- 
which- —  zation. 
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(1)  lias  a  national  reputation  for  objectivity  in  the  conduct  of 
studies  for  the  Federal  Government ; 

(2)  has  the  capacity  to  readily  marshall  the  widest  possible 
range  of  expertise  and  advice  relevant  to  the  conduct  of  snch 
study ; 

(3)  has  a  membership  and  competent  staff  which  have  back- 
grounds in  government,  the  health  sciences,  and  the  social  sciences ; 

(4)  has  a  history  of  interest  and  activity  in  health  policy  issuer- 
related  to  such  study ;  and 

(5)  has  extensive  existing  contracts  with  interested  public  and 
private  agencies  and  organizations. 

The  Secretary  shall  enter  into  such  contract  within  90  days  of  the  date 
of  the  enactment  of  the  first  Act  making  an  appropriation  under  sub- 
section (d). 

(c)  An  interim  report  providing  a  plan  for  the  study  required  by 
subsection  (a)  shall  be  submitted  by  the  organization  conducting  the 
study  to  the  Committee  on  Interstate  and  Foreign  Commerce  of  the 
House  of  Representatives  and  the  Committee  on  Labor  and  Public 
"Welfare  of  the  Senate  by  June  30,  1974;  and  a  final  report  giving  the 
results  of  the  study  and  providing  specifications  for  an  effective  qual- 
ity assurance  system  shall  be  submitted  by  such  organization  to  the 
Committee  on  Interstate  and  Foreign  Commerce  of  the  House  of  Rep- 
resentatives and  the  Committee  on  Labor  and  Public  Welfare  of  the 
Senate  by  January  31, 1976. 

(d)  There  is  authorized  to  be  appropriated  $10,000,000,  which  shall 
l>e  available  without  fiscal  year  limitation,  for  the  conduct  of  the  study 
required  by  subsection  (a). 


REPORTS   RESPECTING  MEDICALLY  UNDERSERVED  AREAS  AM)  POPULATION 
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Sec.  5.  "Within  three  months  of  the  date  of  the  enactment  of  this 
Act,  the  Secretary  of  Health,  Fducation,  and  "Welfare  shall  report  to 
the  Congress  the  criteria  used  by  him  in  the  designation  of  medically 
underserved  areas  and  population  groups  for  the  purposes  of  section 
1302(7)  of  the  Public  Health  Service  Act.  Within  one  year  of  such 
date,  the  Secretary  shall  report  to  the  Congress  (1)  the  areas  and  popu- 
lation groups  designated  by  him  under  such  section  1302(7)  as  having 
a  shortage  of  personal  health  services,  (2)  the  comments  (if  any) 
submitted  by  State  and  areawide  comprehensive  health  planning  agen- 
cies under  such  section  with  respect  to  any  such  designation,  and  (3) 
the  areas  which  meet  the  definitional  standards  under  section  1302(9) 
of  such  Act  for  non-metropolitan  areas.  The  Office  of  Management 
and  Budget  may  review  the  Secretary's  report  under  this  section 
before  its  submission  to  the  Congress,  but  the  Office  may  not  revise  the 
report  or  delay  its  submission  beyond  the  date  prescribed  for  its  sub- 
mission, and  it  may  submit  to  Congress  its  comments  (and  those  of 
other  departments  and  agencies  of  the  Government)  respecting  such 
report. 


HEALTH  SERVICES  FOR  INDIAXS  AXD  DOMESTIC  AGRICULTURAL 
MIGRATORY  AXD  SEASONAL  WORKERS 


Sec.  f>.  (a)  The  first  section  of  the  Act  of  August  5, 1954  (42  U.S.C. 
68  Stat.  674.  2001),  is  amended  by  inserting  "(a)"  after  "That''  and  by  adding  at 
the  end  thereof  the  following  new  subsection : 

"•(b)  In  carrying  out  his  functions,  responsibilities,  authorities,  and 
duties  under  this  Act.  the  Secretary  is  authorized,  with  the  consent 
of  the  Indian  people  served,  to  contract  with  private  or  other  non- 
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Federal  health  agencies  or  organizations  for  the  provision  of  health 
services  to  such  people  on  a  fee-for-service  basis  or  on  a  prepayment 
or  other  similar  basis.". 

(b)  The  Secretary  of  Health,  Education,  and  Welfare,  in  connec- 
tion with  existing  authority  (except  section  310  of  the  Public  Health 
Service  Act)  for  the  provision  of  health  services  to  domestic  agricul- 
tural migratory  workers,  to  persons  who  perform  seasonal  agricultural  76  Stat.  592. 
services  similar  to  the  services  performed  by  such  workers,  and  to  the  42  use  242h. 
families  of  such  workers  and  persons,  is  authorized  to  arrange  for  the 
provision  of  health  services  to  such  workers  and  persons  and  their 
families  through  health  maintenance  organizations.  In  carrying  out 
this  subsection  the  Secretary  may  only  use  sums  appropriated  after 
the  date  of  the  enactment  of  this  Act, 


CONFORMING  AMENDMENTS 


Sec.  7.  (a)  Section  1  of  the  Public  Health  Service  Act  is  amended  58  stat.  682 j 
to  read  as  follows :  86  stat.  137. 


SHORT  TITLE 


42  USC  201  note, 


"Section  1.  This  Act  may  be  cited  as  the  'Public  Health  Service 
Act'." 

(b)  Title  XIII  of  the  Act  of  July  1,  194-1  (58  Stat.  682)  (as  so  Repeal, 
designated  by  section  2(b)  of  the  ICmergency  Medical  Services  Sys- 
tems Act  of  1973  (Public  Law  93-154) )  is  repealed.  Ante,  p.  604. 

(c)  Section  306(g)  of  the  Federal  National  Mortgage  Association 

Act  (12  U.S.C.  1721(g))  is  amended  by  inserting  ",  or  which  arc  82  stat.  542. 
guaranteed  under  title  XIII  of  the  Pubic  Health  Service  Act"  after 
''chapter  37  of  title  38,  United  States  Code".  38  use  lsoi. 

Approved  December  29,  1973. 
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Senator  Kennedy.  Thank  you,  Senator  Schweiker. 

Our  first  witness  this  morning  is  Mr.  James  D.  Martin,  Deputy 
Director  for  Manpower  and  Welfare  Division,  of  the  General  Ac-  j 
counting  Office. 

STATEMENT  OF  JAMES  D.  MARTIN,  DEPUTY  DIRECTOR,  MANPOWER  ! 
AND  WELFARE  DIVISION,  GENERAL  ACCOUNTING  OFFICE,  AC- 
COMPANIED BY  THOMAS  J.  SCHULZ,  HMO  PROJECT  MANAGER, 
AND  DAYNA  KINNARD,  COUNSEL 

Mr.  Martin.  Mr.  Chairman  and  members  of  the  subcommittee,  I  am 
pleased  to  appear  here  today  to  discuss  our  current  review  on  the  im- 
plementation of  the  Health  Maintenance  Organization — HMO — Act 
of  1973.  The  review  was  initiated  to  provide  Congress  with  informa- 
tion on:  (1)  Department  of  Health,  Education,  and  Welfare  manage- 
ment actions  needed  to  accomplish  congressional  objectives  in  an  ef- 
ficient and  effective  manner,  and  (2)  legislative  changes,  if  any,  needed 
to  accomplish  stated  objectives  for  HMO  development. 

My  statement  will  provide  information  on  the  implementation  of 
the  HMO  program  by  HEW  and  our  views  on  (1)  the  HMO  Act 
amendments  proposed  by  S.  1926,  and  (2)  other  changes  to  the  HMO 
Act  which  the  subcommittee  may  wish  to  consider. 

The  Health  Maintenance  Organization  Act  of  1973  (87  Stat.  914), 
approved  December  29, 1973,  amended  the  Public  Health  Service  Act 
to  provide  a  trial  Federal  program  to  develop  alternatives  to  the  tradi- 
tional forms  of  health  care  delivery  and  financing  by  assisting  and 
encouraging  the  establishment  and  expansion  of  HMO's. 

The  act  spells  out  in  considerable  detail  the  definition  of  and  the 
requirements  for  an  HMO.  Among  other  things,  the  act  specifies  the 
basic  and  supplemental  health  services  to  be  provided  the  HMO  mem- 
bership, the  basis  for  fixing  the  rate  of  prepayment,  the  requirement 
that  HMO's  have  open  enrollment  periods  for  individual  members 
without  restrictions — such  as  preexisting  medical  conditions — and  the 
organizational  structure  of  an  HMO. 

The  act  authorizes  a  5 -year  demonstration  program  designed  to 
promote  the  development  of  new — and  the  expansion  of  existing — 
HMO's,  by: 

Providing  financial  assistance  through  grants,  contracts  and  loans. 

Providing  a  market  for  HMO's  by  requiring  certain  employers  to 
include  in  any  health  benefits  plan  offered  to  employees  the  option  of 
membership  In  an  HMO  that  the  Secretary  of  HEW  has  "qualified" 
to  be  in  compliance  with  the  requirements  of  the  HMO  Act. 

Removing  restrictive  State  laws  and  practices  which  could  serve  to 
hinder  the  development  and  operation  of  a  qualified  HMO. 

As  of  June  30, 197.5,  HEW  had  received  375  grant  applications  for 
about  $59  million,  and  had  awarded  180  grants  totaling  about  $22.5 
million  to  157  projects. 

As  of  November  14,  1975,  HEW  had  received  54  fiscal  year  1976 
grant  applications  for  about  $10.6  million  and  had  awarded  about  $3 
million  to  8  projects.  Thirty-three  of  the  54  were  new  applicants 
which  had  not  been  previously  funded  under  the  act,  and  processing 
of  the  new  applications  is  not  scheduled  to  be  completed  until  January 
1976. 
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By  November  14,  1975,  HEW  had  also  "qualified"  seven  HMO's, 
but  such  qualification  for  four  of  the  seven  was  only  for  the  purpose 
of  eligibility  for  HMO  loans  and  initial  development  grants  for  ex- 
pansion purposes.  The  qualification  of  one  additional  HMO  is  await- 
ing the  final  commitment  of  a  Federal  HMO  loan.  As  of  November  14, 
1975,  five  of  the  seven  had  received  HMO  loans  or  loan  commitments 
which  totaled  about  $7.8  million. 

Slow  progress  in  implementation  of  the  HMO  program  is  evident, 
in  that  HEW  had  not  used  over  $17.5  million  of  the  $40  million  in 
grant  funds  which  were  available  for  fiscal  years  1974  and  1975.  Fur- 
ther, the  administration  has  requested  only  $15  million  of  the  $85  mil- 
lion currently  authorized  for  grants  in  fiscal  year  1976.  We  have  re- 
cently become  aware  that  HEW  has  under  consideration  plans  to  allow 
to  expire  a  number  of  HMO  grant  projects  funded  in  fiscal  year  1975 
primarily  because  the  current  and  projected  HMO  grant  budget  can- 
not support  continued  funding. 

Also,  as  of  this  date,  final  regulations  have  not  been  published  in  the 
Federal  Kegister  for  implementing  a  critical  section  of  the  act  dealing 
with  the  form  of  HEW's  continued  regulation  of  HMO's  assisted  by 
or  qualified  under  the  act.  Final  regulations  implementing  the  fund- 
ing criteria  for  the  HMO  grant  and  loan  programs  were  published 
about  10  months  after  enactment  of  the  law,  and  the  final  regulations 
outlining  the  process  of  obtaining  qualification  of  an  HMO  were  pub- 
lished about  19  months  after  enactment.  Final  regulations  implement- 
ing the  "dual  choice"  offering  of  HMO's  by  employers  in  health  bene- 
fits plans  were  published  on  October  28,  1975 — approximately  22 
months  after  the  passage  of  the  act. 

As  part  of  our  review,  we  sent  a  questionnaire  survev  to  about  800 
entities  who  had  been  identified  by  HEW's  regional  offices  as  those — 
nationwide — likely  to  seek  the  financial  assistance  under  the  act.  Five 
hundred  and  sixty-two  or  about  73  percent  of  the  768  locatable  entities 
responded. 

This  survey,  along  with  other  recently  published  studies,  indicates 
that  there  are  entities  who  wish  to  participate  in  the  Federal  HMO 
program  but,  for  various  reasons,  have  chosen  not  to.  These  reasons 
include  the  lack  of  final  regulations  and  basic  disagreements  with  cer- 
tain sections  of  the  act,  and  with  certain  actions  of  HEW.  We  will 
specifically  discuss  some  of  the  information  provided  in  response  to 
our  questionnaire  later  in  our  statement. 

During  our  review  of  the  implementation  of  the  HMO  Act,  we  have 
observed  that  no  single  organizational  unit  within  HEW  is  responsi- 
ble for  the  entire  HMO  program.  The  HMO  program  has  been  decen- 
tralized to  10  regional  offices  and  functionalized  within  various  head- 
quarters offices,  but  HEW  has  not  developed  a  system  to  coordinate 
program  activities  or  to  account  for  the  utilization  of  staff  resources. 

The  primary  responsibility  for  administering  the  grant,  loan,  and 
technical  assistance  programs  for  HMO's  rests  with  the  Office  of 
HMO's,  which  was,  until  November  7,  1975,  part  of  the  Bureau  of 
Community  Health  Services  of  the  Health  Services  Administration — 
HSA.  The  Office  of  HMO's  was  one  of  six  program  offices  within  the 
Bureau  of  Community  Health  Services,  which  also  has  five  functional 
divisions  and  two  administrative  support  offices  for  such  activities  as 
policy  development,  monitoring  and  analysis,  and  health  services  fi- 
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nancing.  These  divisions  and  offices  are  staffed  from  the  resources  ap- 
propriated to  the  program. 

Bureau  of  Community  Health  Services  officials  maintained  that  the 
HMO  program  was  obtaining  staff  years  of  effort  equivalent  to  the 
number  of  staff  positions  authorized  for  the  program,  but  we  found 
that  the  Bureau  had  no  formal  system  to  account  for  utilization  of  its 
authorized  staff  resources  other  than  assuming  that  if  a  particular  task 
was  accomplished  on  time,  all  staff  resources  were  used.  Thus,  while  the 
Bureau  may  have  estimated  that  it  required  1,200  staff  days  to  ac- 
complish a  task,  that  is,  issue  regulations  by  a  certain  date,  it  had  no 
ongoing  management  information  system  to  determine  whether  it 
used  200,  1,200,  or  2.000  staff  days,  nor  could  it  determine  the  amount 
of  time  each  office  or  division  staff  worked  on  the  task. 

During  the  J uly  hearings  on  the  House  of  Representatives'  version 
of  the  HMO  Amendments  of  1975,  concern  was  expressed  that  some  of 
the  HMO  program's  difficulties  were  partly  attributable  to  the  way 
the  program  was  being  administered  by  the  Department,  Section  14 
of  the  House  bill,  H.R.  9019,  approved  by  the  House  on  November  7, 
1975,  would  require  HEW  to  administer  the  HMO  program,  excepting 
the  qualification  and  regulation  activities,  through  a  single  identifi- 
able unit  of  the  Department, 

In  response  to  the  concerns  expressed  by  the  House,  the  Acting  As- 
sistant Secretary  for  Administration  and  Management,  HEW,  ap- 
proved on  November  7,  1975,  a  proposal  to  consolidate  the  HMO  pro- 
gram staff  positions  then  functionally  distributed  in  the  Bureau  of 
Community  Health  Services  as  one  office  within  another  HSA 
Bureau — the  Bureau  of  Medical  Services. 

The  10  regional  offices  have  responsibilities  which  include  the  moni- 
toring of  and  providing  technical  assistance  to  the  HMO  grant  and 
loan  projects.  The  regional  health  administrators  report  directly  to 
the  Office  of  the  Assistant  Secretary  for  Health  and  are  not  accountable 
to  the  Administrator  of  HSA  or  other  agency  heads. 

At  the  time  of  our  regional  review  in  the  spring  of  this  year,  we 
found  that  the  Bureau  of  Community  Health  Services  had  no  manage- 
ment information  system  to  trace  or  account  for  regional  staff  re- 
sources. Some  regions  did  fill  out  monthly  reports  in  which  they  esti- 
mate how  many  days  were  spent  on  such  activities  as  monitoring, 
technical  assistance,  and  grant  application  review,  to  help  determine  if 
they  are  meeting  work  plan  objectives.  All  regions  are  scheduled  to 
prepare  such  reports  in  fiscal  year  1976. 

The  qualification  and  regulation  of  HMO's  are  the  responsibility 
of  an  HSA  office  separate  from  the  Bureau  and  the  regional  offices. 
This  Office  of  HMO  Qualification  and  Compliances  was  officially 
established  in  June  1975  and  is  presently  hiring  staff  to  reach  its 
authorized  fiscal  year  1976  level  of  15  positions. 

Information  provided  by  our  review  indicates  that  HEW  does  not 
have  the  number  and  type  of  personnel  needed  to  implement  the  pro- 
gram. This  has  resulted  in  the  lack  of  uniformity  among  the  HEW 
regional  offices  in  carrying  out  their  responsibilities  for  HMO  grant 
award  review,  grant  monitoring  and  the  provision  of  technical  assist- 
ance to  HMO  grantees.  Thus,  the  access  to  a  national  program  of  HMO 
development  varies  from  region  to  region.  We  were  told  of  instances 
where  a  regional  office  has  actively  discouraged  the  submission  of 
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grantee  applications  due  to  a  lack  of  staff  to  process  the  applications, 
and  where  regional  offices  were  unable  to  make  staff  resources  avail- 
able for  assistance  to  potential  grant  applicants.  We  should  note  that 
discouragement  of  additional  grant  activity  when  there  is  a  lack  of 
staff  to  adequately  administer  the  Federal  program  and  funds  may  be 
a  prudent  action. 

In  February  of  1974,  the  Administrator  of  HSA  allocated  50  posi- 
tions for  the  HMO  program  to  the  regional  offices.  In  September  1975, 
46—33  professional  and  13  clerical — regional  positions  were  filled. 
This  does  not  mean,  however,  that  46  people  are  working  full  time  on 
the  HMO  program.  While  work  plans  prepared  by  the  regional  health 
administrators  commit  a  total  of  50  staff  year  equivalents  to  the  HMO 
program,  they  do  not  have  to  identify  to  HSA  the  specific  individuals 
working  on  HMO's.  Our  review  in  the  spring  of  1975  found,  however, 
that  individuals  filling  regional  HMO  professional  positions  were 
working  on  HMO's  at  least  the  majority  of  their  time,  if  not  full 
time.  The  individuals  in  the  HMO  clerical  positions  were  not  neces- 
sarily working  on  HMO's,  even  part  time,  since  there  was  a  shortage 
of  clerical-secretarial  help  in  some  of  the  regions  and  such  employees 
were  used  wherever  needed. 

While  some  regional  offices  are  not  providing  technical  assistance 
to  grantees  partly  because  of  a  shortage  of  staff,  the  problem  is  not 
only  with  quantity  but  also  with  staff  expertise.  When  the  Administra- 
tor of  HSA  allocated  50  positions  to  the  regional  offices,  he  emphasized 
the  need  for  specialists  in  the  areas  of  marketing,  actuarial  analysis, 
and  financial  management,  who  also  have  a  knowledge  of  prepaid 
health  plans.  Few  regions  have  filled  their  positions  with  the  personnel 
that  have  this  expertise.  Most  of  the  regional  staff  are  generalists  who 
have  expertise  in  health  care  delivery  systems,  hospital  administration, 
disease  control  or  Federal  grants  management,  and  usually  a  general 
knowledge  of  prepaid  health  care.  Several  regional  officials  told  us 
that  individuals  with  the  desired  expertise  will  not  work  for  the 
Federal  Government  at  the  grade  levels  and  salary  offered. 

The  lack  of  an  adequate  number  of  staff  with  expertise  is  also  a 
problem  in  the  headquarters  operation.  For  example,  one  contributing 
factor  to  the  delay  in  issuing  final  regulations  to  implement  the  HMO 
program  is  the  lack  of  legal  staff.  Since  January  1974,  there  has  been 
only  one  staff  attorney  assigned,  part  time,  70  to  80  percent,  to  the 
HMO  program.  The  Assistant  General  Counsel  for  ^Health  con- 
siders this  staffing  level  too  low,  considering  the  number  of  regula- 
tions and  related  legal  opinions  required  by  the  HMO  program. 

As  of  November  14, 1975,  the  Office  of  HMO  Qualification  and  Com- 
pliance had  three  professionals  and  four  clerical-secretarial  staff 
members ;  only  three  of  the  clerical -secretarial  staff  were  hired  as  part 
of  officially  authorized  15  positions,  the  others  being  on  loan  from  the 
Bureaus  or  assigned  directly  to  the  Administrator  of  HSA.  The  Of- 
fice at  that  time  had  7  HMO  qualification  applications  in  process, 
10  applications  awaiting  processing  and  4  HMO's  qualified  previous 
to  the  issuance  of  final  "dual  choice"  regulations  to  reprocess.  We  were 
informed  that  the  processing  of  an  application  takes  an  average  of  84 
staff  days,  and  even  if  the  15  positions  were  filled,  any  additional 
applications  which  came  this  calendar  year  could  not  begin  processing 
until  early  1976. 
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The  HMO  Act  of  1973  recognized  the  need  for  community  and  pro- 
fessional acceptance  of  HMO's  as  a  necessary  prerequisite  for  success- 
ful development  of  the  concept,  by  requiring  review  and  comment  by 
Comprehensive  Health  Planning  agencies — CPH's — on  grant  and  loan 
applications  and  medical  society  notification  of  certain  grant  applica- 
tions. 

Final  regulations  published  in  October  1974,  set  out  specific  aspects 
of  a  grant  or  loan  application  that  need  CHP  review  and  comment. 
We  were  informed  at  all  of  the  regional  offices  that  the  CHP  comments 
were  general  in  nature,  were  not  submitted  within  the  prescribed  60 
days  in  several  instances,  and  did  not  comply  with  the  regulations.  The 
HMO  personnel  stated  that  several  CHP's  did  not  have  the  staff  re- 
sources to  adequately  review  HMO  applications.  Regional  officials 
responsible  for  CHP's  generally  confirmed  this  observation. 

We  further  found  that  the  CHP  comments  that  were  received  by 
some  Regions  had  little  impact  on  the  grant  review  process  and  there 
was  significant  variation  in  the  regional  office  use  of  the  CHP  com- 
ments. For  example,  some  regions  virtually  ignored  the  CHP  role  and 
completed  their  grant  review  process  before  the  CHP  comments  were 
due.  On  the  other  hand,  some  regions  not  only  included  the  CHP 
comments  in  the  formal  grant  review  process,  but  met  with  CHP  of- 
ficials during  the  preaward  site  visits. 

In  our  questionnaire,  we  asked  both  those  who  did  and  did  not 
apply  for  financial  assistance  under  the  act  what  degree  of  support  or 
opposition  to  their  application — or  their  intent  to  apply — came  from 
the  CHP's  and  medical  societies.  The  majoritv  of  respondents  who  did 
contact  the  CHP's  and  medical  societies,  indicated  that  they  received 
support  or  at  least  did  not  receive  opposition.  However,  41  of  the  225 
respondents  to  the  question  said  that  they  had  encountered  opposition 
from  the  local  medical  societies.  Of  the  41,  15,  or  about  37  percent, 
were  in  region  VI — Dallas,  8,  or  about  20  percent,  were  in  region  V — 
Chicago,  5,  or  about  12  percent,  were  in  region  IX — San  Francisco,  4, 
or  about  10  percent,  in  region  IV — Atlanta,  and  the  balance  were  scat- 
tered among  4  other  regions.  ~No  opposition  was  reported  by  respon- 
dents in  regions  III — Philadelphia,  and  VIII,  Denver. 

The  HMO  Act  requires  extensive  program  evaluation  by  HEW  and 
GAO.  Section  1315  of  the  act  requires  the  Secretary  of  HEW  to  make 
an  annual  report  to  the  Congress  on  HMO  activities  which  includes : 

A  summary  of  grant  and  loan  awards. 

Findings  with  respect  to  the  ability  of  HMO's  assisted  under  the 
act  to :  (1)  Operate  on  a  fiscally  sound  basis  without  continued  Federal 
assistance;  (2)  meet  the  organization  and  operation  requirements  of 
section  1301;  (3)  to  include  indigent  and  high-risk  individuals  in 
their  membership;  and  (4)  to  provide  services  to  medically  under- 
served  populations. 

Also,  HEW  is  to  report  on  findings  with  respect  to : 
The  operation  of  distinct  categories  of  HMO's  in  comparison  with 
each  other. 

HMO's  as  a  group  in  comparison  with  alternative  forms  of  health 
care  delivery. 

The  impact  of  HMO's  on  the  health  of  the  public. 

Section  1314  of  the  act  places  similar  evaluation  requirements  on 
GAO  with  3  exceptions;  (1)  We  do  not  have  to  make  an  annual 
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report  to  the  Congress  on  these  areas;  (2)  in  addition,  we  must  eval- 
uate 50  HMO's  financially  assisted  under  the  act  after  they  have  been 
delivering  services  for  at  least  36  months;  and  (3)  we  must  also  con- 
duct a  study  of  the  economic  effects  on  employers  resulting  from  their 
compliance  with  the  requirements  of  section  1310 — the  dual  choice 
provisions  of  the  act. 

This  latter  study,  and  GAO's  evaluation  of  the  operations  of  distinct 
categories  of  HMO's — HMO's  in  comparison  with  alternative  forms  of 
health  care  delivery  and  the  impact  of  the  HMO's  on  the  health  care  of 
the  public — are  due  in  December  1976. 

To  avoid  placing  duplicate  information  demands  on  HMO's  we 
would  like  to  utilize  the  data  that  HEW  obtains  from  the  HMO's  to 
meet  our  evaluation  requirements. 

HEW  has  developed  data  reporting  requirements  which  will  not,  in 
our  opinion,  provide  sufficient  information  for  the  evaluations  required 
by  section  1315.  HEW  will  rely  on  special  studies  to  meet  its  evalua- 
tion requirements.  In  fiscal  year  1975,  there  were  three  special  studies 
prepared,  at  a  total  cost  of  about  $93,000,  which  analyzed  potential  and 
existing  operational  prepaid  plans  with  regard  to:  (l)~The  barriers 
to  participation  in  the  Federal  programs  authorized  by  the  HMO  Act ; 
(2)  economic  viability  of  an  HMO  serving  a  rural  population ;  and  (3) 
cost  competitiveness  of  HMO's  to  other  prepaid  plans  and  group  health 
insurers  in  selected  metropolitan  areas. 

The  responsibility  for  fiEW's  evaluations  has  been  dispersed  to  two 
separate  operating  groups  within  HSA.  Since  the  passage  of  the  act, 
one  of  these  groups  has  undergone  significant  turnover  in  staff  while 
the  other  had  made  several  reassignments  of  the  evaluation  responsi- 
bility within  the  group.  In  September  1975,  the  two  HSA  groups  had 
started  to  initiate  working  agreements  on  how  to  establish  priorities 
for  the  evaluations.  However,  by  November  14,  1975,  funding  for  the 
proposed  fiscal  year  1976  HMO  special  studies  had  not  been  approved. 
The  proposed  HMO  evaluation  effort  is  three  studies  with  a  total 
budget  of  about  $65,000. 

S.  1926  includes  proposed  amendments— sections  2  and  5 — which 
would  reduce  the  scope  of  basic  health  services  to  be  provided  by 
HMO's  and  would  allow  HMO's,  at  their  option,  to  provide  certain 
supplementary  health  care  services.  Certain  services  now  required  to  be 
delivered  by  HMO's  would  be  considered  supplementary  health  serv- 
ices, which,  if  the  amendments  are  enacted  as  proposed,  would  not  have 
to  be  made  available  by  HMO's. 

Our  questionnaire  asked  if  the  basic  health  service  requirements 
in  the  act  would  make  HMO's  noncompetitive  with  other  types  of 
health  benefit  plans.  Of  the  306  who  responded  on  this  matter,.  170,  or 
56  percent  stated  that  the  comprehensive  package  of  basic  and  supple- 
mentary health  services  required  by  the  act  would  make  HMO's  non- 
competitive. Further  analyses  of  the  responses  to  this  question  showed 
that  of  the  194  respondents  who  indicated  they  were  delivering  health 
services,  there  were  30  prepaid  providers,  114  fee-for-service  providers, 
and  50  combination — prepaid  and  fee-for-service — providers.  Some  47 
percent  of  the  prepaid  providers,  50  percent  of  the  fee-for-service  pro- 
viders, and  68  percent  of  the  combination  type  providers  indicated 
that  the  required  benefit  package  made  HMO's  noncompetitive. 
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Of  the  basic  services  currently  required  by  the  act,  treatment  and 
services  for  alcohol  or  drug  abuse  and  preventive  dental  care  for  chil- 
dren, were  identified  by  about  48  and  40  percent,  respectively,  of  301 
respondents  to  these  points  as  those  which  they  agreed  made  HMO's 
too  expensive  and  noncompetitive. 

Section  4  of  the  proposed  amendments  would  delete  the  "open  en- 
rollment" requirement  of  the  act.  Of  the  308  respondents  to  our  ques- 
tionnaire on  this  matter,  142 — or  46  percent — stated  that  they  agreed 
that  requiring  "open  enrollment"  periods  for  HMO's  would  make 
them  noncompetitive.  Some  71,  or  23  percent,  disagreed,  and  95,  or  31 
percent,  had  no  firm  opinion  or  had  no  basis  to  respond.  Of  the  30 
respondents  who  were  delivering  health  services  on  a  prepaid  basis  60 
percent  indicated  that  the  "open  enrollment"  requirement  would  make 
HMO's  noncompetitive.  The  HMO  Act  currently  allows  the  Secretary 
of  HEW  to  waive  the  "open  enrollment"  requirement  and  regulations 
issued  October  18,  1974,  outline  the  waiver  process.  As  of  November 
14,  1975,  seven  requests  for  a  waiver  had  been  submitted,  but  final 
action  had  not  been  taken  because  HEW  criteria  to  review  the  cir- 
cumstances justifying  a  waiver  have  not  been  prepared. 

The  HMO  Act  requires  HMO's  to  establish  premiums  based  on  a 
community  rate  rather  than  on  an  experience  rate.  This  means  that 
HMO's  can  not  establish  prepayment  rates  based  on  health  utilization 
experience,  age,  or  sex  differences  among  groups  to  whom  they  market. 
HMO's  must  establish  one  community  rate  which  applies  to  all  mem- 
bers. One  of  the  purposes  for  community  rating  is  to  spread  equally 
among  all  HMO  members  the  financial  costs  for  comparable  coverage. 

Of  the  307  respondents  to  the  "community  rating"  question  on  our 
questionnaire,  135,  or  44  percent,  stated  that  community  rating  require- 
ments make  HMO's  noncompetitive;  79,  or  26  percent  disagreed,  and 
93,  or  30  percent,  had  no  opinion  or  basis  to  respond. 

Section  6  of  S.  1926  proposes  to  delay  the  imposition  of  the  commu- 
nity rating  requirement  until  5  years  after  an  HMO  becomes  "quali- 
fied." We  have  no  information  which  indicates  that  such  a  delay  will 
contribute  to  the  eventual  success  of  an  HMO.  Additionally,  the  full 
impact  of  community  rating  under  the  act  is  unclear,  since  program 
guidelines  containing  the  HEW  interpretation  of  how  community  rat- 
ing should  translate  into  a  premium  rate  structure  have  yet  to  be 
published. 

S.  1926  includes  proposed  amendments — sections  8  and  9,  which 
would  expand  the  loan  guarantee  program  by  eliminating  the  re- 
quirement that  for-profit  HMO's  must  serve  medically  underserved 
areas  to  be  eligible  for  the  loan  guarantee  program  and  by  making 
the  loan  guarantee  program  available  for  nonprofit  HMO's. 

Our  review  disclosed  that  HEW  has  not  developed  uniform  poli- 
cies and  procedures  for  administering  and  monitoring  the  loan  and 
the  loan  guarantee  program — loans  which  have  been  made  were  han- 
dled on  a  case-by-case  basis,  and  HEW  has  not  yet  used  the  loan  guar- 
antee authority.  HEW  also  does  not  have  the  number  of  experienced 
personnel,  especially  in  the  field,  needed  to  effectively  monitor  the 
loan  and  the  loan  guarantee  program. 

If  additional  activity  results  from  enactment  of  the  amendments, 
then  HEW  will  definitely  need  additional  personnel  as  well  as  uniform 
operating  policies  and  procedures. 


67 


Section  1310  of  the  HMO  Act  says  that  every  employer  with  at  least 
25  employees,  who  is  required  to  pay  the  minimum  wage  and  who 
offers  health  benefits  to  its  employees,  is  to  offer,  as  a  choice,  the  option 
of  joining  a  qualified  HMO.  This  is  the  so-called  dual  choice  pro- 
vision. Section  10  of  S.  1926  would  lessen  the  administrative  burden 
placed  on  employers  by  providing  that  an  employer  does  not  have  to 
consider  an  HMO  under  the  dual  choice  provisions  unless  25  or 
more  of  his  employees  reside  in  the  HMO's  service  area.  We  favor  this 
amendment,  but  question  whether  the  Federal  Government  should  be 
excluded  as  an  "employer"  as  proposed  by  another  amendment  to  sec- 
tion 1310.  (section  10(f)  of  S.  1926.) 

It  appears  to  us  that  the  exclusion  of  the  Federal  Government  from 
the  dual  choice  provisions  denies  a  substantial  market  to  developing 
HMO's. 

H.R.  9019  addresses  our  concerns  while  retaining  the  exclusion  of 
the  Federal  Government  from  the  dual  choice  provisions  by  revising 
the  United  States  Code  (sections  5  U.S.C.  8092,  8903(4))  which 
governs  the  Federal  Employees'  health  benefits  program.  Section  9(b) 
of  H.R.  9019  would  require  the  Civil  Service  Commission  to  contract 
with  an  HEW  qualified  HMO  that  also  meets  Civil  Service  Com- 
mission requirements. 

While  we  can  support  the  basic  thrust  of  the  proposed  subsections 
10(2)  and  10(3)  of  S.  1926  which  would  delete  the  criminal  sanctions 
made  applicable  by  section  1310(c)  in  favor  of  the  imposition  of  a 
civil  penalty  imposed  by  the  Secretary  of  HEW,  we  feel  that  this 
proposed  amendment  should  refer  to  the  Administrative  Procedure 
Act  (5  U-S.C,  §  554-557  and  706)  for  administrative  and  judicial  pro- 
cedures to  be  followed  and  to  better  protect  the  due  process  rights  of 
employers.  A  more  detailed  discussion  of  the  Administrative  Proce- 
dures Act  and  suggested  legislative  language  is  provided  in  appendix 
1  to  this  statement. 

Section  11  of  S.  1926  spells  out  the  action  the  Secretary  can  take  if 
an  HMO  fails  to  maintain  its  qualified  status.  Thus,  this  section 
begins  to  remedy  an  area  of  concern  to  many  who  considered  as  a 
major  problem  the  lack  of  information  on  how  the  Federal  Govern- 
ment was  to  regulate  HMO's  assisted  or  qualified  under  the  act.  Of  the 
299  respondents  to  our  question  concerning  the  lack  of  HEW  regula- 
tions and  guidelines  on  Federal  continued  regulation  of  HMO's,  71 
percent  indicated  that  such  an  absence  of  regulations  was  a  hindrance 
to  becoming  a  federally  qualified  HMO. 

Section  11  of  S.  1926  would,  for  HMO's  that  have  been  qualified 
under  section  1310  of  the  HMO  Act  and  have  not  received  Federal 
financial  assistance,  restrict  the  Secretary  of  HEW's  remedies  for  an 
HMO  not  meeting  the  requirements  of  the  act.  The  remedy  proposed 
is  public  and  employer  notification  that  the  HMO  is  no  longer  qualified 
under  the  act.  Such  a  limited  sanction  may  not  be  enough  to  prevent  an 
HMO  from  becoming  qualified  to  gain  the  marketing  advantage  of 
dual  choice,  and  then  opt  out  of  maintaining  a  qualified  status  once 
it  has  achieved  its  market  penetration. 

An  effective  remedy,  which  the  committee  may  wish  to  consider, 
would  be  to  provide  for  the  loss  of  medicare,  medicaid  and/or  Fed- 
eral employee  contracts  if  qualification  status  is  not  maintained. 

Eegarding  the  HMO's  which  have  received  Federal  financial  assist- 
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ance  under  the  HMO  Act  and  which  fail  to  maintain  a  qualified 
status,  we  suggest  that  the  amendments  provide  that  among  the  other 
remedies  available  to  the  Secretary  would  be  the  right  to  suspend  fi- 
nancial assistance  and  the  right  to  recover  all  or  some  portion  of 
Federal  funds  previousl}-  awarded. 

As  we  have  previously  stated,  sections  1314  and  1315  of  the  HMO 
Act  require  extensive  program  evaluations  by — of  HMO's  by  both 
GAO  and  HEW.  While  the  requirements  are  essentially  the  same  for 
the  two  agencies,  significant  differences  are  that  the  GAO  must  evaluate 
a  specific  number — 50 — of  HMO's,  must  report  several  of  its  evalua- 
tions by  December  1976,  and  must  perform  an  additional  study  of  the 
economic  effects  upon  employers  of  the  "dual  choice"  provision  of 
the  act. 

Based  upon  our  preceding  testimony  on  the  slow  rate  of  progress 
in:  (1)  The  HMO  grant,  loan  and  qualification  programs;  (2)  the 
development  of  HEW's  HMO  evaluation  strategy;  and  (3)  the  is- 
suance of  final  regulations  concerning  "dual  choice"  and  "continuing 
regulation,"  we  believe  that  there  will  not  be  enough  HMO's  developed 
under  the  act  for  meaningful  evaluation  and  report  by  December 
1976.  Further,  we  believe  that  a  GAO  report  on  the  50  HMO's  pos- 
sibly a  decade  or  so  after  the  passage  of  this  act  would  be  of  little 
value  to  the  Congress. 

Also,  satisfactory  methodologies  have  not  yet  been  developed  to 
provide  the  comparative  information  and  impact  on  health  determi- 
nations called  for  by  section  1314 (c) . 

Under  our  current  legislation  authority — section  204  of  the  Legisla- 
tive Reorganization  Act  as  amended  by  section  702  of  the  Congres- 
sional Budget  Act  of  1974 — we  can  and  will  perform  HMO  program 
evaluations  as  requested  by  Congress  and  its  committees,  and  on  our 
initiative.  Our  responsiveness  in  this  manner  would  better  meet  the 
current  information  needs  of  the  Congress  and  would  be  subject 
to  Congress'  and  GAO's  current  priorities,  not —  as  it  is  under  section 
1314 — dependent  upon  the  rate  of  HEW  implementation  of  the  act. 
Accordingly,  we  suggest  that  the  present  language  of  section  1314 
be  deleted.  However,  if  the  subcommittee  desires  that  GAO  evalua- 
tion be  required  by  the  act,  we  suggest  that  section  1314  be  revised  in 
accordance  with  suggested  legislative  language  in  appendix  II.  Brief- 
ly, the  results  of  our  suggested  legislative  language  would : 

Better  meet  the  information  needs  of  the  Congress  by  substitut- 
ing in  lieu  of  the  required  evaluations  of  50  HMO's  an  earlier  review 
of  selected  HMO's  certified  by  HEW  as  qualified  operational  entities. 
Such  a  review,  if  not  limited  to  only  those  that  successfully  op- 
erated for  at  least  3  years,  would  provide  more  relevant  and  current 
information  on  the  viability  of  the  concept. 

Accommodate  the  only  foreseeable  problem  we  have  with  the 
required  section  1314(b)  study  of  the  economic  effects  on  employers 
resulting  from  their  compliance  with  the  requirements  of  section  1310, 
by  relating  the  issuance  of  a  report  to  the  Congress  to  the  actual 
existence  of  HMO's  qualified  to  utilize  the  dual  choice  provision  of 
the  act. 

Recognize  the  fact  that  satisfactory  methodologies  have  not  yet  been 
developed  to  provide  the  comparative  information  and  impact  on 
health  determinations  called  for  by  section  1314(c).  Further,  this 
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latter  section,  if  left  unchanged,  provides  a  significant  administrative 
and  budgetary  problem  for  us  because  we  do  not  have  the  skills  and 
other  resources  at  hand  in  sufficient  amounts  to  develop  the  necessary 
evaluative  mechanisms. 

Mr.  Chairman,  this  concludes  our  statement.  We  shall  be  happy  to 
answer  any  questions  that  you  or  other  members  of  the  subcommittee 
might  have. 

Senator  Kennedy.  I  gather  from  what  you  have  said  here  that  the 
program  has  been  significantly  understaffed  in  terms  of  its  require- 
ments to  implement  the  program.  Would  that  be  an  unwarranted  con- 
clusion on  my  part,  based  on  what  you  have  stated  ? 

Mr.  Martin.  I  think  that  is  a  generally  fair  statement.  I  think  both 
in  the  numbers  of  people  and  in  terms  of  staff  expertise  required  to 
process  grant  applications. 

Senator  Kennedy.  Now,  you  indicated  that  in  some  very  important 
areas,  they  had  one  lawyer  working  on  regulations ;  is  that  correct  ? 

Mr.  Martin.  That  is  correct,  sir.  He  spends  70  to  80  percent  of  his 
time  working  on  the  HMO  regulations. 

Senator  Kennedy.  You  mean  the  one  lawyer  spent  70  or  80  percent  ? 

Mr.  Martin.  Yes,  sir. 

Senator  Kennedy.  So  you  only  had  one  lawyer  and  he  was  only 
spending  70  or  80  percent  of  his  time  ? 

Mr.  Martin.  That  is  correct,  sir,  and  that  was  on  a  part-time  basis. 
Senator  Kennedy.  On  a  part-time  basis. 

In  your  professional  capacity,  what  kind  of  expertise  would  you 
need  to  try  to  develop  regulations  in  an  area  that  is  as  complex  and  as 
difficult  as  this  ?  What  is  your  kind  of  experience  based  upon  ?  I  know 
you  can't  say  with  exact  precision,  but  you  can  give  us  something;  are 
you  talking  about  one  person  working  full-time,  or  are  you  talking 
about  10  people  working  full  time? 

Mr.  Martin.  In  terms  of  the  legal  problems  ? 

Senator  Kennedy.  Well,  in  terms  of  promulgating  regulations  for 
the  legislation. 

Mr.  Martin.  Oh,  for  both  the  professional  type  and  the  legal  type. 
I  don't  know  that  we  know  precisely  what  the  numbers  would  be.  I 
think  certainly  if  they  were  able  to  fill  their  authorized  staff  positions, 
it  would  certainly  go  a  long  way  in  speeding  up  the  issuance  of 
regulations. 

They  obviously  would  need  some  actuarial  type  people,  financial 
type  people,  people  that  are  really  familiar  with  HMO's.  Mr.  Schulz 
has  been  working  on  this  program  and  can  probably  tell  you  

Senator  Kennedy.  I  would  be  interested  in  getting  from  you  a  staff 
pattern,  but  right  now  I  am  interested  in  just  finding  out  realistically 
what  they  ought  to  be.  You  don't  have  to  go  into  any  great  specificity, 
but  I  am  interested  in  the  nature  of  that  responsibilitv. 

Mr.  Schulz.  Well,  the  Assistant  General  Counsel  for  Health,  HEW, 
did  make  available  to  us  a  time  and  motion  study  that  was  made  by  his 
office,  and  for  those  attorneys  just  dealing  with  health,  they  were  short 
almost  10D  percent  of  the  positions  they  felt  they  needed  at  that  point 
in  time. 

Senator  Kennedy.  What  does  shortage  of  100  percent  mean? 
Mr.  Schulz.  That  means  that  the  General  Counsel  for  HEW  is  not 
funded  out  of  any  program  appropriations,  but  funded  out  of  the  Sec- 
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retarial  overhead.  Thus,  when  additional  legislation  is  passed — a  new 
law  is  passed — they  do  not  get  additional  legal  staff  assigned  to  deal 
with  the  obvious  need  to  have  regulations  implemented  so  they  have 
to  draw  from  the  folks  that  they  already  have  aboard. 

Senator  Kennedy.  Either  that  or  request  additional  personnel  ? 

Mr.  Schulz.  Right,  but  they  can't  get  it  through  the  program 
budget,  in  this  particular  budget  process.  They  have  to  get  it  as  part 
of  the  Secretary's  overhead,  which  is  apparently  subject  to  quite  a  bit 
of  criticism  on  occasion. 

And  in  this  instance,  you  have  a  situation  where  the  regulations  were 
split  up  into  several  different  documents  to  be  published — In  addition, 
you  have — I  think  the  last  estimate  was  almost  40 — different  legal 
memoranda  of  precedent  value,  that  this  one  attorney  had  to  prepare. 
Plus  all  the  questions  that  some  HMO  out  in  the  field  brings  up,  legal 
questions  that  you  have  to  resolve,  As  it  turns  out,  the  Assistant  Gen- 
eral Counsel  for  Health  has  felt  that  he  had  to  spend  up  to  25  or  30 
percent  of  his  time  on  occasion  just  on  HMO's  and  he  covers  the  whole 
health  area  for  HEW,  as  far  as  legal  questions  are  concerned. 

Senator  Kennedy.  Well,  what  is  the  implication  of  all  of  this  from 
an  administrative  point  of  view  ? 

Mr.  Schulz.  The  implication  for  this  is  apparent  because  of  the 
review  process  that  HEW  has  for  preparing  regulations.  We  charted 
it  once  and  there  was  something  like  18  different  checkpoints  before  a 
regulation  could  get  issued  as  a  notice  of  proposed  rulemaking.  Then, 
that  again  is  repeated  for  final  regulations.  So  you  have  as  many  as 
36  checkpoints.  The  attorney — the  General  Counsel  is  involved  in 
about  one-third  of  those.  The  upshot  is  that  you  are  going  to  have  to 
expect  a  significant  delay  in  the  issuance  of  regulations  to  implement 
these  laws,  especially  these  very  complex  laws. 

Senator  Kennedy.  And  has  that  been  the  result  ? 

Mr.  Schulz.  I  think  the  figures  we  cite  in  the  statement  are  very 
important.  The  regulation  on  how  the  Federal  Government  is  going 
to  regulate  an  HMO  once  they  sign  on  has  yet  to  be  issued  as  a  notice 
of  proposed  rulemaking.  And  the  other  ones  that  we  have  mentioned — 
we  have  a  range  of  something  like  10  to  22  months  to  get  regulations. 
Whatever  the  laws  you  write,  they  don't  hit  the  streets  until  these 
regulations  come  out. 

In  addition,  they  have  yet  to  issue  final  guidelines.  To  be  specific, 
you  might  say  a  "basic  service"  is  the  provision  of  physician  services. 
When  you  start  to  define  who  is  a  physician  and  what  those  services 
are — this  comes  out  in  the  regulations  and  the  guidelines — the  nitty- 
gritty — much  of  that  is  still  open.  I  mean  the  people  out  in  the  field — 
people  on  the  street — still  don't  know  exactly  what  the  Federal  Gov- 
ernment requires  of  them  under  the  HMO  Act. 

Senator  Kennedy.  Well,  how  can  they  make  an  application  that  is 
going  to  make  some  sense,  if  they  haven't  even  gotten  final  regulations? 

Mr.  Schulz.  Well,  we  were  concerned  about  this.  In  the  beginning 
the  decision  was  made  because  of  the  funding  situation  to  develop  the 
grant  guidelines  to  get  some  of  the  money  out.  We  felt  there  was  a 
situation  where  they  were  giving  out  money  to  see  if  it  was  feasible  to 
become  a  qualified  HMO.  to  plan  for  a  qualified  HMO,  to  develop  as  a 
qualified  HMO.  initially.  Yet,  the  regulations  at  that  time  as  to  what 
a  qualified  HMO  should  be  had  yet  to  be  issued. 
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So  there  was  a  lot  of  guesswork.  They  have  in  the  grant  applications 
boiler  plate  language  indicating  that  the  grantee  or  the  loan  recipient 
will  have  to  comply  with  the  regulations  when  they  are  finally 
promulgated. 

Senator  Kennedy.  Not  a  very  encouraging  picture,  I  would  think, 
for  anybody  who  is  interested  in  getting  into  the  new  program. 

Mr.  Schtjlz.  I  think  that  indicates  one  of  the  reasons,  which  HEW 
has  mentioned  before,  for  the  hesitancy  of  some  of  the  programs  to 
come  aboard  because  they  don't  know  exactly  what  "Big  Brother"  is 
going  to  do  to  them. 

Senator  Kennedy.  I  had  wanted  to  get  into  the  staffing  personnel 
for  new  applications  and  the  time  it  takes  to  process  the  applications. 
The  proposed  amendments  would  create  a  good  deal  of  additional 
activity.  What  we  are  going  to  face  in  terms  of  additional  times  of 
delay. 

Even  now  you  say  that  it  takes  84  man-hours. 

Mr.  Schtjlz.  Eighty-four  staff  days  to  process  the  applications  to 
become  qualified. 

Senator  Kennedy.  Eighty- four  staff  days.  Now  how  many  staff  do 
they  have  ? 

Mr.  Schtjlz.  They  have  seven. 

Senator  Kennedy.  How  many  applications  do  they  have  ? 

Mr.  Schulz.  At  present,  they  have  about  14  applications  including 
those  that  they  have  to  reprocess.  On  the  last  contact  with  HEW, 
they  had  95  additional  HMO  type  entities  that  have  indicated  that  they 
want  to  apply. 

As  we  again  say  in  our  statement,  they  will  not  be  able  to  begin  to 
process  anything  received  from  now  until  the  end  of  the  year  until 
next  year. 

Senator  Kennedy.  Well,  if  you  figure  mathematically,  does  it  take 
iy2  years  to  process  the  existing  applications  ?  I  mean  with  the  exist- 
ing staff  ? 

Mr.  Schulz.  Well,  I  haven't  computed  it  out  like  that,  but  basically 
what  you  were  saying  is  that  any  application  that  comes  in  now, 
especially  after  the  issuance  of  dual  choice  regulations  last  month,  they 
are  just  going  to  have  to  wait  in  line.  And  the  length  of  time  it  is  going 
to  take  them  can  be — we  are  talking  now  about  3  months — sure,  if  95 
come  in,  up  to  6  months,  it  is  a  staffing  problem.  I  think  HEW  has 
recognized  that ;  we're  not  too  sure  what  they  are  doing  about  it,  but 
they  have  recognized  it. 

Mr.  Martin.  For  the  Office  of  Qualification  they  have  an  authorized 
strength  of  15.  In  November,  they  had  14  applications  either  in  process, 
awaiting  process,  or  reprocessing. 

You  are  talking  about  84  days,  assuming  all  seven  people  are  work- 
ing on  that,  yes. 

Senator  Kennedy.  You  have  seven  people  working  on  it,  84  working 
davs,  so  it  is  12  days.  Is  that  right  ? 

Mr.  Martin.  Yes,  assuming  everybody  is  working  on  one  application. 

Mr.  Schulz.  And  that  includes  the  secretaries  and  the  clerks. 

Senator  Kennedy.  Well,  what  is  the  number  of  applications  that 
you  have  now  ? 
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Mr.  Martin.  On  board  now,  they  have  14 ;  4  in  process,  and  10  await- 
ing processing,  including  4  to  reprocess  as  a  result  of  the  dual  choice 
provisions. 

Mr.  Schulz.  And  their  estimates  were  that  if  they  had  15  folks  on 
board,  they  could  not  handle  those  until  the  end  of  this  year. 

Senator  Kennedy.  Well,  that  is  almost  a  year,  isn't  it  ? 

Mr.  Schulz.  It  becomes  more  complicated  if  you  tie  in  the  fact  that 
some  of  these  qualification  applicants  also  are  applying  for  loans.  In 
other  words,  they  can  only  actually  be  financially  viable  with  a  Federal 
loan. 

Senator  Kennedy.  What  would  be  your  conclusion  if  we  alter  or 
change  the  statute  to  make  it  even  easier  for  other  groups  to  come  on 
in?  I  would  like,  unless  you  have  a  strong  commitment  by  HEW  that 
they  are  going  to  expand  staff  personnel  significantly,  that  there  is  a 
good  possibility  for  even  longer  delays. 

Mr.  Schulz.  The  conclusions  are  rather  obvious,  in  that  they  will 
have  delays  unless  they  do  staff  up,  or  do  show  a  commitment  to  staff 
up.  They  will  have  a  problem  here.  I  think  we  have  received  indica- 
tions since  several  of  your  colleagues,  both  in  the  Senate  and  the  House, 
have  expressed  concern  to  HEW  about  projects  in  their  districts  who 
have  been  informed  by  HEW  they  have  a  4  or  5  months  wait  for  quali- 
fication. I  am  sure  that  this  will  increase. 

Mr.  Martin.  I  think  HEW  has  recognized  this  in  that  they  have 
discouraged  the  submission  of  some  applications.  If  it  is  made  easier, 
there  will  be  more  and  more  people  trying  to  apply. 

Senator  Kennedy.  I  would  say  it  is  not  a  good  situation. 

Senator  Schweiker.  Do  you  have  any  legislative  recommendations 
to  this  committee  to  help  improve  or  reform  this  procedure  ?  In  other 
words,  has  that  been  included  in  any  of  your  work  ? 

Mr.  Schulz.  Well,  regarding  legal  staff,  we  haven't  prepared  any- 
thing. We  have  had  a  discussion,  in  that  when  you  have  a  timetable  on 
a  law — this  is  supposedly  a  5-year  demonstration  propect — there 
should  be  recognition  within  that  5-year  timetable  of  the  time  it  does 
take  to  prepare  the  regulations  and  the  guidelines. 

In  this  instance  we  are  talking  about,  a  5-year  program,  of  which 
2  years  is  already  gone  by,  for  which  significant  action  has  not  taken 
place,  mainly  because  the  law  itself  hasn't  been  implemented  by  regu- 
lations to  the  street.  I  think  the  House,  in  their  discussions — however, 
it  wasn't  implemented — indicated  putting  timeframes  on  the  imple- 
mentation of  those  actions,  by  specifying  when  the  regulations  should 
be  out,  and  to  run  the  timetable  on  the  law  based  on  when  the  regula- 
tions are  out. 

Senator  Schweiker.  In  your  investigative  experience,  how  does  this 
compare  to,  say,  other  new  types  of  complex  programs,  in  terms  of 
being  initiated,  carried  out,  promulgated,  or  administered  ?  What  kind 
of  benchmark  could  you  give  us  as  to  whether  and  how  this  fits  other 
patterns,  where  you  have  a  new  operation  or  a  rather  complex  sort  of 
operation  ? 

Mr.  Martin.  We  have  not  done  anything  that  would  give  you  that 
type  of  information.  We  do  have  in  process  now  a  review  which  is  look- 
ing at  the  establishment  of  new  regulations  to  try  to  determine  how 
long  it  takes  and  why  it  takes  so  long  to  get  regulations  out. 
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Generally,  it  is  a  problem.  We  have  not  compared  this  particular 
piece  of  legislation  with  others  to  provide  the  kind  of  analysis  you 
referred  to.  We  hope  to  be  able  to. 

Senator  Schweiker.  Mr.  Schulz  ? 

Mr.  Schulz.  Well,  I  would  just  say  that  the  only  parallels  I  have 
are  not  direct,  but  there  is  a  problem  of  rising  expectations.  In  this 
instance,  people  in  the  prepaid  health  business  had  expectations  back 
in  December  1973 — this  is  similar  to  other  programs  that  we  have 
looked  at — and  by  having  nothing  come  down  for  a  couple  of  years, 
we  have  observed  a  fair  amount  of  dissatisfaction  with  the  program. 

Senator  Schweiker.  You  make  the  point  of  how  fragmented  the 
utilization  of  skilled  personnel  is  between  the  regional  offices  and  the 
national  headquarters  of  HEW;  do  you  have  recommendations  on 
this?  In  other  words,  we  have  limited  staff  available,  obviously  some 
technical  expertise  required.  Is  this  the  kind  of  program  we  should — 
with  a  limited  staff — really  break  down  and  give  to  the  regional  offices, 
or  do  we  get  a  better,  quicker  utilization  in  this  case,  because  No.  1,  it  is 
a  small  program  and,  No.  2,  it  requires  a  certain  amount  of  expertise  to 
keep  a  single  unit  functioning  here  in  Washington  ? 

Mr.  Martin.  Well,  we  have  really  not  looked  at  the  decentralization 
issue  in  this  particular  work.  I  think  there  are  same  advantages  and 
also  there  are  some  disadvantages  in  decentralization. 

One  of  the  advantages,  certainly,  of  decentralizing  to  the  regions 
is  the  people  working  with  the  applicants  are  closer  to  the  applicants 
and  can  make  their  site  visits  and  become  more  involved  and  knowl- 
edgeable of  the  agencies  out  there. 

As  far  as  HEW  is  concerned,  they  have  placed  the  HMO  respon- 
sibility into  one  office — they  have  recently  taken  that  action  as  a  result 
of  the  concerns  expressed  in  the  House,  and  we  are  hopeful  that  this 
will  improve  the  administration  of  this  program. 

They  have  basically  centralized  the  headquarter's  function,  but  they 
still  have  their  regional  offices  involved  in  the  applications. 

Mr.  Schulz.  There  are  two  additional  points :  one,  of  course,  is  that 
if  there  were  regulations  and  guidelines  out,  the  regional  offices  then 
could  have  one  book  to  read  from.  That  would  eliminate  some  of  the 
variation  and  would  help,  too,  in  that  some  of  the  expertise  required 
would  be  reflected  in  the  guidelines. 

Second,  the  central  office  has  been  trying  to  and  has  hired  gen- 
erally on  a  1-year  basis,  some  people  with  specific  expertise,  who  then 
have,  as  part  of  their  role,  to  go  out  and  assist  the  regions.  But  again, 
in  the  total  number  of  people,  they  just  don't  have  enough  folks  avail- 
able to  go  out  and  help  the  regions. 

Mr.  Martin.  I  think  it  is  not  the  organization  as  such — whether  it 
is  centralized  or  decentralized — but  the  need  for  additional  people 
which  are  not  available  and  has  slowed  the  progress  of  this  program. 

Mr.  Schulz.  And  another  factor  is  that  the  Civil  Service  Commis- 
sion is  now  doing  audits  of  various  organizations  and  the  HEW  field 
offices  are— what  they  call — being  re-looked  at. 

So,  positions  and  grade  levels  in  several  other  programs,  including 
the  HMO  programs,  have  been  lowered.  It  is  the  opinion  of  the  re- 
gional people  that  thev  cannot  offer  salaries  at  a  level  competitive 
enough  to  get  somebody  with  these  skills. 
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Senator  Kennedy.  The  fact  remains  that  even  though  it  is  a  new 
program,  it  is  not  one  that  the  administration  is  unfamiliar  with.  If 
you  remember,  Secretary  Richardson  came  up  in  1971  and  talked  to 
us  about  setting  up  a  program  for  800  HMO's  at  that  time.  This  was 
one  of  their  major  health  initiatives,  initially. 

In  the  Secretary's  statement,  it  says  95  organizations  have  signified 
in  writing  their  intent  to  submit  qualification  applications.  This  is 
against  the  earlier  background  where  you  are  asking  about  the — I 
mean  here,  you  have  the  Secretary  saying  that  there  are  95  organiza- 
tions. 

After  finding  out  the  number  of  person  days  that  are  necessary  to 
process  these,  I  think  you  are  faced  with  an  absolute  administrative 
nightmare  because  you  are  not  going  to  find,  I  don't  believe,  HEW 
prepared  to  come  up  and  ask  for  additional  personnel  in  these  areas. 

Even  with  the  existing  limitations  it  is  going  to  continue  to  be  an 
administrative  nightmare  if  we  open  this  thing  up  any  more  for 
additional  kinds  of  applications  beyond  that. 

This  is  a  matter  of  very  importance,  at  least  to  me  and  I  am  sure  to 
other  members  of  the  Committee. 

But,  let  me  ask  you  this.  You  have  indicated,  in  your  testimony,  that 
you  have  become  aware  that  HEW  has  been  giving  consideration  to 
plans  to  allow  to  expire  a  number  of  HMO  grants  funded  in  fiscal  year 
1975,  primarily  because  the  current  projected  HMO  budget  for  grants 
cannot  support  continued  funding. 

Can  you  elaborate  on  that,  and  give  us  the  justifications  of  why  you 
believe  that  ? 

Mr.  Martin.  Yes,  sir.  I  think,  because  of  the  $15  million  available 
for  1976,  HEW  believes  it  impossible  with  that  type  of  funding  to 
continue  to  fund  existing  HMO's  and  also  some  new  applications. 

Now,  what  they  have  tried  to  do  is  to  establish  some  priorities  and 
to  look  at  the  existing  HMOs  and  to  make  determinations  on  which  of 
those  have  the  best  possibility  to  continue  and  become  operational. 
And,  on  that  basis,  I  think  that  there  are  something  like  60  HMO's 
who  now  have  grants,  who  will  not  receive  additional  funds. 

And,  if  that  is  the  case,  with  the  anticipated  funding  for  1977,  and 
1978,  they  are  estimating  something  like  80  operational  HMO's  at  the 
end  of  the  5-year  demonstration  period. 

Senator  Kennedy.  Does  that  mean  that  there  are  going  to  be  some 
that  are  in  existence  now  that  have  been  prepared  to  take  their  chances 
on  the  promulgation  of  the  number  of  regulations,  finally  get  into  busi- 
ness and  then  be  terminated  ? 

Mr.  Martin.  Terminated  in  the  sense  that  they  would  not  be  given 
additional  Federal  financial  assistance. 

Senator  Kennedy.  What  possible  sense  does  that  make  ?  Isn't  that 
just  a  waste  of  a  good  deal  of  the  taxpayer's  money,  let  alone  the  more 
brutal  aspects  of  false  expectations  and  hopes?  And,  what  is  really 
even  beyond  that,  the  ability  to  provide  important  health  services? 

Mr.  Martin.  I  think  that  the  Department  is  faced  with  the  reality 
of  having  only  $15  million  to  continue  the  program  and  they  have 
to  make  some  hard  choices  and  go  with  those  projects  they  feel  have 
the  best  chance  of  becoming  operational. 
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This  is  necessary  because  they  cannot  fund  all  the  existing  projects 
and  consider  any  additional  projects  that  might  look  like  they  would 
be  worthy  of  Federal  assistance. 

Mr.  Schulz.  I  should  add,  Senator,  that  the  60  we  are  talking  about 
are  in  addition  to  what  they  would  consider  normal  attrition  rates. 
I  also  should  add  that  I  think  based  on  similar  work  we  did  on  the 
program  prior  to  the  HMO  act,  HEW  did  indicate  their  concern. 
We  did  take  a  pretty  good  hard  look  at  the  ones  they  did  fund  pre- 
viously and  this  probably  is  one  of  the  reasons  they  didn't  use  all  their 
grant  money  up. 

It  is  a  problem  for  those  HMO  projects  out  in  the  field.  I  think  it 
is  the  reality,  though,  of  having  $15  million  available  to  fund  the 
existing  program. 

Mr.  Martin.  Yes ;  but  in  reality  that  is  what  they  requested. 

Senator  Kennedy.  Now,  what  is  the  basis  for  your  conclusions  on 
that? 

Mr.  Schulz.  Back  in  September — September  2  to  be  exact  about 
it — the  HMO  program  presented  this  issue  to  the  administrator  with 
three  options,  one  of  which  was  this  early  termination  of  projects, 
and  another  option  being  what  they  called  a  stretchout,  enabling  some 
of  them  to  continue  but  giving  less  money  to  the  various  programs. 

And  the  third  one  is  to — as  you  indicated — ask  for  more  money. 
The  Administrator,  on  September  10,  indicated  that  their  experience 
was  they  cannot  have  any  expectations  of  getting  additional  funds. 

Thus,  realistically,  as  Mr.  Martin  has  indicated,  they  have  to  go 
with  what  they  are  going  to  get.  And  this  is  what  the  option  was.  In 
October  they  announced  that  they  are  going  to  implement  this. 

The  Department  then,  monthly,  with  the  regional  people  participat- 
ing, will  give  an  assessment  of  those  HMO  projects  they  believe  can 
make  it.  I  think  that  the  Department  could  possibly  give  you,  when 
they  come  up  here,  a  statement  as  to  how  the  implementation  of  this 
option  is  coming  along. 

Senator  Kennedy.  Well,  can  you  submit  to  us  any  material  which 
you  have  that  indicate  decisionmaking  ? 

Mr.  Schulz.  Certainly.  We  will  include  it  in  the  record  at  the  con- 
clusion of  our  testimony. 

Senator  Kennedy.  Now  to  get  back  to  the  regulations,  can  you  tell 
us  about  the  time  it  is  taking  in  the  different  areas,  and  the  bottom  line 
of  final  regulations  that  you  

Mr.  Schulz.  Guidelines. 

Senator  Kennedy.  Yes,  aaiidelines. 

Mr.  Schulz.  Yes,  sir.  We  mentioned  some  specific  regulations  and 
how  many  months  it  took  to  issue  since  enactment. 

Basically  they  have  broken  the  regulations  up  into  several  subparts. 
And,  on  October  18, 1974,  they  issued  a  final  regulation  on  the  sub  parts 
that  primarily  dealt  with  financial  assistance  aspects — grants  and 
loans.  This  October  issuance  had,  in  addition,  a  restatement  of  section 
1311,  the  State  law  override. 

On  August  8  of  this  year,  they  issued  final  regulations  on  qualifica- 
tion or  in  other  words,  the  process  by  which  HMO's  could  apply  for 
qualification. 
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And,  on  October  28  of  this  year,  they  issued  the  regulations  on 
employees  health  benefits,  the  dual  choice  aspect.  There  was  quite  a  bit 
of  debate  on  the  role  that  the  union  had  in  the  dual  choice  situation. 

Regulations  on  how  HMO's  are  to  be  regulated  have  not  been  issued. 
Of  course  the  amendment  before  you  addresses  this  specifically  with 
legislative  language. 

They  also  have  issued  regulations  on  medically  underserved  areas 
which  listed  all  the  medically  underserved  areas.  They  issued  that  on 
September  2, 1975. 

The  regulations  on  Indians — and  how  Indian  prepayment  authority 
would  be  utilized — I  think  it  is  section  6  of  the  HMO  Act — have  yet 
to  be  issued. 

Senator  Kennedy.  On  the  issue  of  open  enrollment,  as  of  Novem- 
ber 14  the  reauests  or  the  number  of  requests  for  waiver  had  been  sub- 
mitted, but  final  action  has  not  been  taken  because  HEW  criteria 
review  of  the  circumstances  justifying  waiver  have  not  been  prepared. 
This  is  24  months  after  the  enactment,  is  that  correct  ? 

Mr.  Martin.  They  have  not  made  a  final  decision  on  how  they  are 
going  to  handle  the  situation. 

Mr.  Schulz.  Now  they  have,  of  course,  the  regulations  which  tell  the 
HMO's  what  they  are  supposed  to  use  as  reasons  for  a  waiver  of  open 
enrollment,  but  within  the  Department  the  procedures  by  which  they 
would  look  at  that  application  and  say  that,  "yes  we  will  give  it  or  no 
we  will  not  give  you  a  waiver" — they  have  not  yet  processed. 

This  happens  to  be  the  responsibility  of  that  office  we  talked  about 
already  being  understaffed — the  qualification  office.  This  is  an  addi- 
tional responsibility  of  theirs. 

Senator  Schweiker.  What  percent  in  your  questionnaire  said  open 
enrollment  was  a  noncompetitive  feature  ? 

Mr.  Martin.  We  sent  out  questionnaires,  as  you  said,  to  over  800 
agencies.  Three  hundred  agencies  responded  to  the  open  enrollment 
question ;  142,  or  46  percent,  stated  that  it  would  make  them  noncom- 
petitive. So  of  the  300  responding,  142  said  that  it  had  a  noncom- 
petitive impact. 

Senator  Schweiker.  How  about  community  rating  ? 

Mr.  Martin.  Community  rating — we  had  307  responding  to  that 
question.  And,  135  of  those,  or  44  percent,  stated  that  that  would  make 
HMO's  noncompetitive. 

Senator  Schweiker.  How  many  said,  in  essence,  that  the  basic  and 
supplemental  benefits  would  make  it  noncompetitive  ? 

Mr.  Schulz.  170,  or  56  percent  of  the  360  responding  said  that  it 
would  make  them  noncompetitive. 

These  56,  46,  and  44  percents  are  majority  responses  of  those  who 
expressed  an  opinion. 

Senator  Schweiker.  How  many  said  the  supplemental  benefits 
would  make  it  noncompetitive  ? 

Mr.  Schulz.  The  question  was  all-encompassing,  but  we  do  ask  them 
specifically  about  certain  basic  benefits. 

Senator  Schweiker.  I  am  sorry,  about  alcohol,  drug  abuse,  and  pre- 
ventive dental  care  ? 

Mr.  Schulz.  We  asked  a  specific  question  and  of  those  who  did 
respond  to  those  points,  48  and  40  percent  responded  to  those  two 
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areas,  alcohol,  drug  abuse,  and  preventive  dental  care  were  the  ones 
that  made  it  noncompetitive. 

Senator  Kennedy.  What  has  been  the  result  of  HEW  implementing 
the  preemption  of  State  laws  ? 

Mr.  Martin.  On  that  particular  item  the  same  problem  exists  that 
exists  in  some  of  the  other  areas.  HEW  really  is  not  taken  a  position 
as  to  how  they  are  going  to  really  handle  it. 

What  they  have  agreed  to  do  is  handle  it  on  a  case-by-case  basis. 
And  once  all  the  other  alternatives  that  are  available  to  HMO's  have 
been  exercized,  they  would  provide  financing  to  HMO's  to  assist  in 
removing  the  restrictions  in  the  State  law. 

One  thing  that  concerns  and  bothers  us  is  that  you  could  go  through 
a  process  of  giving  HMO's  substantial  Federal  financial  assistance 
and  then  have  a  problem  with  the  State  law  in  going  operational.  It 
could  be  quite  a  problem. 

But  they  have  not,  as  yet,  established  an  overall  policy  on  how  they 
address  that  potential  problem.  They  do  have  a  consultant  that  pro- 
vides some  technical  assistance  to  HMO's  for  this  area. 

Senator  Kennedy.  You  don't  know  why.  It  was  in  the  law,  and 
I  don't  understand  why  it  hasn't  been  implemented.  Did  you  draw  any 
conclusions  as  to  why  not  ? 

Mr.  Martin.  I  have  not.  No,  sir. 

Mr.  Schulz.  Again,  it  is  a  situation  where,  obviously  this  is  where 
the  General  Counsel  staff  would  have  to  

Senator  Kennedy.  Yes,  the  fellow  who  is  working  there. 

Mr.  Schulz.  We,  as  part  of  our  review,  did  ask  the  regional  attor- 
neys of  all  10  HEW  regions  and  regional  representatives  their  views 
on  the  situation.  The  majority  of  those  we  talked  to  said  that  that 
would  be  a  headquarters  responsibility,  or  something  like  that. 

I  think  we  summed  it  up  that  the  HEW  decision  was  not  to  act 
except  in  a  specific  case-by-case  basis.  The  House  bill,  H.R.  9019,  does 
have  a  section  addressing  this  problem,  which  indicates  that  HEW 
should  notify  the  Governors  of  the  States  where  these  laws  are  re- 
stricted. 

Senator  Kennedy.  We  will  include  the  rest  of  your  statement  in  the 
record  and  perhaps  have  some  written  questions. 

[The  prepared  statement  of  Mr.  Martin  along  with  attachments 
follow :] 
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STATEMENT  OF 
JAMES  D.  MARTIN,  DEPUTY  DIRECTOR 

MANPOWER  AND  WELFARE  DIVISION 
BEFORE 
SUBCOMMITTEE  ON  HEALTH 
COMMITTEE  ON  LABOR 
AND  PUBLIC  WELFARE 
U.S.  SENATE 
ON 

THE  IMPLEMENTATION  OF  THE  HEALTH 
MAINTENANCE  ORGANIZATION 
ACT  OF  1973 


Mr.  Chairman  and  Members  of  the  Subcommittee,  I  am  pleased 
to  appear  here  today  to  discuss  our  current  review  on  the 
implementation  of  the  Health  Maintenance  Organization  (HMO)  Act 
of  1973.    The  review  was  initiated  to  provide  Congress  with 
information  on:    (1)  Department  of  Health,  Education,  and  Welfare 
(HEW)  management  actions  needed  to  accomplish  congressional 
objectives  in  an  efficient  and  effective  manner;  and  (2)  legis- 
lative changes,  if  any,  needed  to  accomplish  stated  objectives  for 
HMO  development.    My  statement  will  provide  information  on  the 
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implementation  of  the  HMO  program  by  HEW  and  our  views  on  (1)  the 
HMO  Act  amendments  proposed  by  S.  1926  and  (2)  other  changes  to  the 
HMO  Act  which  the  Subcommittee  may  wish  to  consider. 
THE  HEALTH  MAINTENANCE  ORGANIZATION  ACT  OF  1973 

The  HMO  Act  of  1973  (87  Stat.  914)  approved  December  29,  1973, 
amended  the  Public  Health  Service  Act  to  provide  a  trial  Federal 
program  to  develop  alternatives  to  the  traditional  forms  of  health 
care  delivery  and  financing  by  assisting  and  encouraging  the 
establishment  and  expansion  of  HMOs. 

The  act  spells  out  in  considerable  detail,  the  definition  of 
and  the  requirements  for  an  HMO.    Among  other  things,  the  act 
specifies  the  basic  and  supplemental  health  services  to  be  provided 
the  HMO  membership,  the  basis  for  fixing  the  rate  of  prepayment, 
the  requirement  that  HMOs  have  open  enrollment  periods  for  individual 
members  without  restrictions  (such  as  preexisting  medical  conditions), 
and  the  organizational  structure  of  an  HMO. 

The  act  authorizes  a  5-year  demonstration  program  designed  to 
promote  the  development  of  new,  and  the  expansion  of  existing  HMOs 
by: 

—providing  financial  assistance  through  grants,  contracts 
and  loans; 

--providing  a  market  for  HMOs   by  requiring  certain 
employers  to  include  in  any  health  benefits  plan 
offered  to  employees  the  option  of  membership  in  an 
HMO  that  the  Secretary  of  HEW  has  "qualified"  to  be 
in  compliance  with  the  requirements  of  the  HMO  Act  and 

-  2  - 


80 

—removing  restrictive  State  laws  and  practices  which 
could  serve  to  hinder  the  development  and  operation 
of  a  qualified  HMO. 
PROGRESS  IN  IMPLEMENTING  THE  ACT  HAS  BEEN  SLOW 

As  of  June  30,  1975,  HEW  had  received  375  grant  applications 
for  about  $59  million  and  had  awarded  180  grants  totaling  about 
$22.5  million  to  157  projects. 

As  of  November  14,  1975,  HEW  had  received  54  fiscal  year  1976 
grant  applications  for  about  $10.6  million  and  had  awarded  about 
$3.0  million  to  8  projects.    Thirty-three  of  the  54  were  new 
applicants  which  had  not  been  previously  funded  under  the  act  and 
processing  of  the  new  applications  is  not  scheduled  to  be  completed 
until  January  1976. 

By  November  14,  1975,  HEW  had  also  "qualified"  seven  HMOs  but 
such  qualification  for  four  of  the  seven  was  only  for  the  purpose  of 
eligibility  for  HMO  loans  and  initial  development  grants  for  expansion 
purposes.    The  qualification  of  one  additional  HMO  is  awaiting  the 
final  commitment  of  a  Federal  HMO  loan.    As  of  November  14,  1975,  five 
of  the  seven  had  received  HMO  loans  or  loan  commitments  which  totaled 
about  $7.8  million. 

Slow  progress  in  implementation  of  the  HMO  program  is  evident 
in  that  HEW  had  not  used  over  $17.5  million  of  the  $40  million 
in  grant  funds  which  were  available  for  fiscal  years  1974  and  1975. 
Further,  the  Administration  has  requested  only  $15  million  of  the 
$85  million  currently  authorized  for  grants  in  fiscal  year  1976. 
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We  have  recently  become  aware  that  HEW  has  under  consideration  plans 
to  allow  to  expire  a  number  of  HMO  grant  projects  funded  in  fiscal 
year  1975  primarily  because  the  current  and  projected  HMO  grant 
budget  cannot  support  continued  funding. 

Also,  as  of  this  date,  final  regulations  had  not  been 
published  in  the  Federal  Register  for  implementing  a  critical 
section  of  the  act  dealing  with  the  form  of  HEW's  continued  regulation 
of  HMOs   assisted  by  or  qualified  under  the  act.    Final  regulations 
implementing  the  funding  criteria  for  the  HMO  grant  and  loan  programs 
were  published  about  10  months  after  enactment  of  the  law  and  the  final 
regulations  outlining  the  process  of  obtaining  qualification  of  an  HMO 
were  published  about  19  months  after  enactment.     Final  regulations 
implementing  the  "dual  choice"  offering  of  HMOs  by  employers 
in  health  benefits  plans  were  published  on  October  28,  1975,-- 
approximately  22  months  after  the  passage  of  the  act. 

As  part  of  our  review,  we  sent  a  questionnaire  survey  to  about 
800  entities  who  had  been  identified  by  HEW's  Regional  Offices  as 
those,  nationwide,  likely  to  seek  the  financial  assistance  under  the 
act.    Five  hundred  and  sixty- two  or  about  73  percent  of  the  768  locatable 
entities  responded.    This  survey,  along  with  other  recently  published 
studies,  indicates  that  there  are  entities  who  wish  to  participate  in 
the  Federal  HMO  program,  but  for  various  reasons,  have  chosen  not  to. 
These  reasons  include  the  lack  of  final  regulations  and  basic  disagree- 
ments with  certain  sections  of  the  act  and  with  certain  actions  of  HEW. 
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We  will  specifically  discuss  some  of  the  information  provided  in 

response  to  our  questionnaire  later  in  our  statement. 

FINDINGS  ON  HEWS  ABILITY 
TO  IMPLEMENT  THE  ACT 

During  our  review  of  the  implementation  of  the  HMO  Act,  we  have 
observed  that  no  single  organizational  unit  within  HEW  is  responsible 
for  the  entire  HMO  program.    The  HMO  program  has  been  decentralized 
to  10  regional  offices  and  functional ized  within  various  headquarters 
offices  but  HEW  has  not  developed  a  system  to  coordinate  program 
activities  or  to  account  for  the  utilization  of  staff  resources. 

The  primary  responsibility  for  administering  the  grant,  loan, 
and  technical  assistance  programs  for  HMOs  rests  with  the  Office  of 
HMOs  which  was,  until  November  7,  1975,  part  of  the  Bureau  of 
Community  Health  Services  of  the  Health  Services  Administration  (HSA). 
The  Office  of  HMOs  was  one  of  six  program  offices  within  the  Bureau 
of  Community  Health  Services,  which  also  has  five  functional  divisions 
and  two  administrative  support  offices  for  such  activities  as  policy 
development,  monitoring  and  analysis  and  health  services  financing. 
These  divisions  and  offices  are  staffed  from  the  resources  appropriated 
to  the  programs. 

Bureau  of  Community  Health  Services  officials  maintained 
that  the  HMO  program  was  obtaining  staff  years  of  effort  equivalent 
to  the  number  of  staff  positions  authorized  for  the  program  but  we  found 
that  the  Bureau  had  no  formal  system  to  account  for  utilization  of 
its  authorized  staff  resources  other  than  assuming  if  a  particular  task 
was  accomplished  on  time,  all  staff  resources  were  used.    Thus,  while 
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the  Bureau  may  have  estimated  that  it  required  1,200  staff  days 

to  accomplish  a  task,  e.g.,  issue  regulations  by  a  certain  date, 

it  had  no  ongoing  management  information  system  to  determine  whether  . 

it  used  200,  1,200  or  2,000  staff  days,  nor  could  it  determine  the 

amount  of  time  each  office  or  division  staff  worked  on  the  task. 

During  the  July  hearings  on  the  House  of  Representatives'  version 
of  the  HMO  Amendments  of  1975,  concern  was  expressed  that  some  of  the 
'  HMO  program's  difficulties  were  partly  attributable  to  the  way  the 
program  was  being  administered  by  the  Department.    Section  14  of 
the  House  bill  (H.R.  9019)  approved  by  the  House  on  November  7,  1975, 
would  require  HEW  to  administer  the  HMO  program,  excepting  the  qualifi- 
cation and  regulation  activities,  through  a  single  identifiable  unit 
of  the  Department. 

In  response  to  the  concerns  expressed  by  the  House,  the  Acting 
Assistant  Secretary  for  Administration  and  Management,  HEW,  approved  on 
November  7,  1975,  a  proposal  to  consolidate  the  HMO  program  staff 
positions  then  functionally  distributed  in  the  Bureau  of  Community 
Health  Services,  as  one  office  within  another  HSA  Bureau—The  Bureau 
of  Medical  Services. 

The  10  regional  offices  have  responsibilities  which  include  the 
monitoring  of  and  providing  technical  assistance  to  the  HMO  grant 
and  loan  projects.    The  Regional  Health  Administrators  report 
directly  to  the  Office  of  the  Assistant  Secretary  for  Health  and 
are  not  accountable  to  the  Administrator  of  HSA  or  other  agency  heads. 

At  the  time  of  our  regional  review  in  the  Spring  of  this  year, 
we  found  that  the  Bureau  of  Community  Health  Services  had  no  management 
information  system  to  trace  or  account  for  regional  staff  resources.  Some 
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regions  did  fill  out  monthly  reports  in  which  they  estimate  how  many  days 
were  spent  on  such  activities  as  monitoring,  technical  assistance,  and 
grant  application  review,  to  help  determine  if  they  are  meeting 
work  plan  objectives.    All  regions  are  scheduled  to  prepare  such 
reports  in  fiscal  year  1976. 

The  qualification  and  regulation  of  HMOs  are  the  responsibility 
of  an  HSA  office  separate  from  the  Bureau  and  the  regional  offices. 
This  office  of  HMO  Qualification  and  Compliance  was  officially 
established  in  June  1975  and  is  presently  hiring  staff  to  reach 
its  authorized  fiscal  year  1976  level  of  15  positions. 
Number  and  type  of  staff  resources  available 

Information  provided  by  our  review  indicates  that  HEW  does  not 
have  the  number  and  type  of  personnel  needed  to  implement  the  program. 
This  has  resulted  in  the  lack  of  uniformity  among  the  HEW  regional 
offices  in  carrying  out  their  responsibilities  for  HMO  grant  award 
review,  grant  monitoring  and  the  provision  of  technical  assistance 
to  HMO  grantees.    Thus,  the  access  to  a  National  program  of  HMO 
development  varies  from  region  to  region.    We  were  told  of  instances 
where  a  regional  office  has  actively  discouraged  the  submission  of 
grantee  applications  due  to  a  lack  of  staff  to  process  the  applications 
and  where  regional  offices  were  unable  to  make  staff  resources 
available  for  assistance  to  potential  grant  applicants.    (We  should  note 
that  discouragement  of  additional  grant  activity  when  there  is  a  lack  of 
staff  to  adequately  administer  the  Federal  program  and  funds  may  be 
a  prudent  action. ) 

In  February  1974,  the  Administrator  of  HSA  allocated  50  positions 
for  the  HMO  program  to  the  Regional  Offices.    In  September  1975,  46 
(33  professional  and  13  clerical)  regional  positions  were  filled. 
This  does  not  mean,  however,  that  46  people  are  working  full-time 
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on  the  HMO  program.    While  work  plans  prepared  by  the  Regional  Health 
Administrators  commit  a  total  of  50  staff  year  equivalents  to  the  HMO 
program,  they  do  not  have  to  identify  to  HSA  the  specific  individuals 
working  on  HMOs.    Our  review  in  the  spring  of  1975,  found,  however, 
that  individuals  filling  regional  HMO  professional  positions  were  working* 
on  HMOs,  at  least  the  majority  of  their  time,  if  not  full-time.  The 
individuals  in  the  HMO  clerical  positions  were  not  necessarily  working 
on  HMOs,  even  part-time,  since  there  was  a  shortage  of  clerical -secre- 
tarial help  in  some  of  the  regions  and  such  employees  were  used  where- 
ever  needed. 

While  some  regional  offices  are  not  providing  technical  assistance 
to  grantees  partly  because  of  a  shortage  of  staff,  the  problem  is  not 
only  with  quantity  but  also  with  staff  expertise.    When  the  Administrator 
of  HSA  allocated  50  positions  to  the  regional  offices,  he  emphasized 
the  need  for  specialists  in  the  areas  of  marketing,  actuarial  analysis 
and  financial  management  who  also  have  a  knowledge  of  prepaid  health 
plans.    Few  regions  have  filled  their  positions  with  the  personnel  that 
have  this  expertise.    Most  of  the  regional  staff  are  general ists  who 
have  expertise  in  health  care  delivery  systems,  hospital  administration, 
disease  control  or  Federal  grants  management  and  usually  a  general  knowl- 
edge of  prepaid  health  care.    Several  regional  officials  told  us  that 
individuals  with  the  desired  expertise  will  not  work  for  the  Federal 
Government  at  the  grade  levels  and  salary  offered. 
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The  lack  of  an  adequate  number  of  staff  with  expertise  is  also  a 
problem  in  the  headquarters  operations.    For  example,  one  contributing 
factor  to  the  delay  in  issuing  final  regulations  to  implement  the  HMO 
program  is  the  lack  of  legal  staff.    Since  January  1974,  there  has 
been  only  one  staff  attorney  assigned,  part-time,  (70  to  80  percent) 
to  the  HMO  program.    The  Assistant  General  Counsel  for  Health  considers 
this  staffing  level  too  low  considering  the  number  of  regulations  and 
related  legal  opinions  required  by  the  HMO  program. 

As  of  November  14,  1975,  the  Office  of  HMO  Qualification  and 
Compliance  had  three  professionals  and  4  clerical-secretarial  staff 
members  (only  three  of  the  clerical-secretarial  staff  were 
hired  as  part  of  officially  authorized  15  positions-- the  others 
being  on  loan  from  the  Bureaus  or  assigned  directly  to  the  Administrator 
of  HSA).    The  Office,  at  that  time,  had  7  HMO  qualification  applications 
in  process,  10  applications  awaiting  processing  and  4  HMOs  qualified  previous 
to  the  issuance  of  final  "dual  choice"  regulations  to  reprocess.  We 
were  informed  that  the  processing  of  an  application  takes  an  average 
of  84  staff  days  and  even  if  the  15  positions  were  filled,  any  additional 
applications  which  came  this  calendar  year  could  not  begin  processing 
until  early  1976. 

Use  of  CHP  Agencies  and  Medical  Society  Notification 

The  HMO  Act  of  1973  recognized  the  need  for  community  and 
professional  acceptance  of  HMOs  as  a  necessary  prerequisite  for 
successful  development  of  the  concept,  by  requiring  review  and 
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comment  by  Comprehensive  Health  Planning  agencies  (CHPs)  on  grant 
and  loan  applications  and  Medical  Society  notification  of  certain 
grant  applications. 

Final  regulations  published  in  October  1974,  set  out  specific 
aspects  of  a  grant  or  loan  application  that  need  CHP  review  and 
comment.    We  were  informed  at  all  of  the  Regional  Offices  that 
the  CHP  comments  were  general  in  nature,  were  not  submitted  within 
the  prescribed  60  days  in  several  instances,  and  did  not  comply 
with  the  regulations.    The  HMO  personnel  stated  that  several  CHPs 
did  not  have  the  staff  resources  to  adequately  review  HMO  applications. 
Regional  officials  responsible  for  CHPs  generally  confirmed  this 
observation. 

We  further  found  that  the  CHP  comments  that  were  received  by  some 
regions  had  little  impact  on  the  grant  review  process  and  there  was 
significant  variation  in  the  regional  office  use  of  the  CHP 
comments.    For  example,  some  regions  virtually  ignored  the  CHP 
role  and  completed  their  grant  review  process  before  the  CHP 
comments  were  due.    On  the  other  hand,  some  regions  not  only 
included  the  CHP  comments  in  the  formal  grant  review  process, 
but  met  with  CHP  officials  during  the  preaward  site  visits. 

In  our  questionnaire,  we  asked  both  those  who  did 
and  did  not  apply  for  financial  assistance  under  the  act,  what 
degree  of  support  or  opposition  to  their  application  (or  their 
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intent  to  apply)  came  from  the  CHPs  and  medical  societies.  The 
majority  of  respondents  who  did  contact  the  CHPs  and  medical 
societies,  indicated  that  they  received  support  or  at  least  did 
not  receive  opposition.    However,  41  of  the  225  respondents  to 
the  question  said  that  they  had  encountered  opposition  from  the 
local  medical  societies.    Fifteen  of  the  41  or  about  37  percent 
were  in  Region  VI  (Dallas),  8  or  about  20  percent  were  in  Region  V 
(Chicago),  5  or  about  12  percent  were  in  Region  IX  (San  Francisco), 
4  or  about  10  percent  in  Region  IV  (Altanta),  and  the  balance 
were  scattered  among  four  other  regions.    No  opposition  was 
reported  by  respondents  in  Regions  III  (Philadelphia)  and 
VIII  (Denver). 
Program  Evaluations 

The  HMO  Act  requires  extensive  program  evaluations  by  HEW 
and  GAO. 

Section  1315  of  the  act  requires  the  Secretary  of  HEW  to 
make  an  annual  report  to  the  Congress  on  HMO  program  activities 
which  includes 

--a  summary  of  grant  and  loan  awards, 
--findings  with  respect  to  the  ability  of  HMOs  assisted 
under  the  act  (1)  to  operate  on  a  fiscally  sound  basis 
without  continued  Federal  assistance,  (2)  to  meet  the 
organization  and  operation  requirements  of  section  1301, 
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(3)  to  include  indigent  and  high-risk  individuals  in 
their  membership,  and  (4)  to  provide  services  to 
medically  underserved  populations. 
Also,  HEW  is  to  report  on  findings  with  respect  to 

—the  operation  of  distinct  categories  of  HMOs  in 

comparison  with  each  other, 
--HMOs  as  a  group  1n  comparison  with  alternative 

forms  of  health  care  delivery,  and 
—the  Impact  of  HMOs  on  the  health  of  the  public. 
Section  1314  of  the  act  places  similar  evaluation  requirements 
on  GAO  with  three  exceptions;  (1)  we  do  not  have  to  make  an  annual 
report  to  the  Congress  on  these  areas;  (2)  in  addition  we  must 
evaluate  50  HMOs  financially  assisted  under  the  act  after  they  have 
been  delivering  services  for  at  least  36  months;  and  (3)  we  must  also 
conduct  a  study  of  the  economic  effects  on  employers  resulting  from 
their  compliance  with  the  requirements  of  section  1310,  the  dual 
choice  provisions  of  the  act.    This  latter  study  and  GAO's  evaluation 
of  the  operations  of  distinct  categories  of  HMOs,  HMOs  in  comparison 
with  alternative  forms  of  health  care  delivery  and  the  impact  of  HMOs 
on  the  health  care  of  the  public,  are  due  in  December  1976. 

To  avoid  placing  duplicate  information  demands  on  HMOs  we 
woulu  like  to  utilize  the  data  that  HEW  obtains  from  the  HMOs  to 
meet  our  evaluation  requirements. 
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HEW  has  developed  data  reporting  requirements  which  will  not, 
in  our  opinion,  provide  sufficient  information  for  the  evaluations 
required  by  section  1315.    HEW  will  rely  on  special  studies  to 
meet  its  evaluation  requirements.    In  fiscal  year  1975,  there  were  three 
special  studies  prepared  at  a  total  cost  of  about  $93,000  which  analyzed 
potential  and  existing  operational  prepaid  plans  with  regards  to  the: 
(1)  barriers  to  participation  in  the  Federal  programs  authorized  by  the 
HMO  Act;  (2)  economic  viability  of  an  HMO  serving  a  rural  population,  and; 
(3)  cost  competitiveness  of  HMOs  to  other  prepaid  plans  and  group  health 
insurers  in  selected  metropolitan  areas. 

The  responsibility  for  HEW's  evaluations  has  been  dispersed  to 
two  separate  operating  groups  within  the  HSA.    Since  the  passage  of 
the  act,  one  of  these  groups  has  undergone  significant  turnover  in 
staff  while  the  other  had  made  several  reassignments  of  the  evaluation 
responsibility  within  the  group.    In  September  1975,  the  two  HSA  groups 
had  started  to  initiate  working  agreements  on  how  to  establish 
priorities  for  the  evaluations.    However,  by  November  14,  1975,  funding 
for  the  proposed  fiscal  year  1976  HMO  special  studies  had  not  been 
approved.    The  proposed  HMO  evaluation  effort  is  three  studies  with  a 
total  budget  of  about  $65,000. 
COMMENTS  ON  S.  1926 

Basic  and  Supplementary  Health  Services 

S.  1926  includes  proposed  amendments    (sections  2  and  5)  which 
would  reduce  the  scope  of  basic  health  services  to  be  provided  by 
HMOs  and  would  allow  HMOs,  at  their  option,  to  provide  certain 
supplementary  health  services.    Certain  services  now  required  to  be 
delivered  by  HMOs  would  be  considered  supplementary  health  services, 
which,  ii  the  amendments  are  enacted  as  proposed,  would  not  have  to 
be  made  available  by  HMOs. 
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Our  questionnaire  asked  if  the  basic  health  service  requirements 
in  the  act  would  make  HMOs  noncompetitive  with  other  types  of  health 
benefit  plans.    One  hundred  and  seventy,  or  56  percent  of  the  306 
who  responded  on  this  matter  stated  that  the  comprehensive  package 
of  basic  and  supplementary  health  services  required  by  the  act  would 
make  HMOs  noncompetitive.    Further  analyses  of  the  responses  to  this 
question  showed  that  of  the  194  respondents  who  indicated  they  were 
delivering  health  services,  there  were  30  prepaid  providers,  114 
fee-for-service  providers,  and  50  combination  (prepaid  and  fee-for- 
service)  providers.    Forty-seven  percent  of  the  prepaid  providers, 
50  percent  of  the  fee-for-service  providers  and  68  percent  of  the 
combination  type  providers  indicated  that  the  required  benefit 
package  made  HMOs  noncompetitive. 

Of  the  basic  services  currently  required  by  the  act,  treatment 
and  services  for  alcohol  or  drug  abuse  and  preventive  dental  care 
for  children,  were  identified  by  about  48  and  40  percent,  respectively, 
of  301  respondents  to  these  points  as  those  which  they  agreed  made  HMOs 
too  expensive  and  noncompetitive. 
Open  Enrollment 

Section  4  of  the  proposed  amendments  would  delete  the  "open 
enrollment"  requirement  in  the  act.    Of  the  308  respondents  to  our 
questionnaire  on  this  matter,  142  or  46  percent  stated  that  they 
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agreed  that  requiring  "open  enrollment"  periods  for  HMOs 
would  make  them  noncompetitive.    Seventy-one  or  23  percent 
disagreed  and  95  or  31  percent  had  no  firm  opinion  or  had  no  basis  to 
respond.    Sixty  percent  of  the  30  respondents  who  were  delivering  health 
services  on  a  prepaid  basis  indicated  that  the  "open  enrollment"  require- 
ment would  make  HMOs  noncompetitive.    The  HMO  Act  currently  allows 
the  Secretary  of  HEW  to  waive  the  "open  enrollment"  requirement  and 
regulations  issued  October  18,  1974,  outline  the  waiver  process.  As 
of  November  14,  1975,  seven  requests  for  a  waiver  have  been  submitted 
but  final  action  had  not  been  taken  because  HEW  criteria  to  review 
the  circumstances  justifying  a  waiver  have  not  been  prepared. 
Community  Rating 

The  HMO  Act  requires  HMOs  to  establish  premiums  based  on  a  community 
rate  rather  than  on  an  experience  rate.    This  means  that  HMOs  cannot 
establish  prepayment  rates  based  on  health  utilization  experience,  age, 
or  sex  differences  among  groups  to  whom  they  market.    HMOs  must  establish 
one  community  rate  which  applies  to  all  members.    One  of  the  purposes 
for  community  rating  is  to  spread  equally  among  all  HMO  members  the 
financial  costs  for  comparable  coverage. 

Of  the  307  respondents  to  the  "community  rating"  question  on  our 
questionnaire,  135  or  44  percent  stated  that  community  rating  require- 
ments make  HMOs  noncompetitive;  79  or  26  percent  disagreed  and  93  or 
30  percent  had  no  opinion  or  no  basis  to  respond. 

Section  6  of  S.  1926  proposes  to  delay  the  imposition  of  the 
community  rating  requirement  until  5  years  after  an  HMO  becomes 
"qualified."    We  have  no  information  which  indicates  that  such  a  delay 
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will  contribute  to  the  eventual  success  of  an  HMO.    Additionally,  the 
full  impact  of  community  rating  under  the  act  is  unclear  since  program 
guidelines  containing  the  HEW  interpretation  of  how  community  rating 
should  translate  into  a  premium  rate  structure,  have  yet  to  be 
published. 

Loan  Guarantee  Program 

S.  1926  includes  proposed  amendments  (sections  8  and  9)  which 
would  expand  the  loan  guarantee  program  by  eliminating  the  require- 
ment that  for  profit  HMOs  must  serve   medically  underserved 
areas  to  be  eligible  for  the  loan  guarantee  program  and  making  the 
loan  guarantee  program  available  to  nonprofit  HMOs. 

Our  review  disclosed  that  HEW  has  not  developed  uniform  policies 
and  procedures  for  administering  and  monitoring  the  loan  and  the  loan 
guarantee  program--loans  which  have  been  made  were  handled  on  a 
case-by-case  basis  and  HEW  has  not  yet  used  the  loan  guarantee 
authority.    HEW  also  does  not  have  the  number  of  experienced  personnel, 
especially  in  the  field,  needed  to  effectively  monitor  the  loan  and  the 
loan  guarantee  program. 

If  additional  activity  results  from  enactment  of  the  amendments 
then  HEW  will  definitely  need  additional  personnel  as  well  as  uniform 
operating  policies  and  procedures. 
Dual  Choice  Provision 

Section  1310  of  the  HMO  Act  says  that  every  employer  with  at 
least  25  employees,  who  is  required  tc  pay  the  minimum  wage  and  who 
offers  health  benefits  to  its  employees,  is  to  offer,  as  a  choice, 
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the  option  of  joining  a  qualified  HMO.    This  is  the  so  called  "dual 
choice"  provision.    Section  10  of  S.  1926  would  lessen  the  adminis- 
trative burden  placed  on  employers  by  providing  that  an  employer  does 
not  have  to  consider  an  HMO  under  the  "dual  choice"  provision  unless 
25  or  more  of  his  employees  reside  in  the  HMO's  service  area.  We 
favor  this  amendment  but  question  whether  the  Federal  Government 
should  be  excluded  as  an  "employer"  as  proposed  by  another  amendment 
to  section  1310.    (Section  10(f)  of  S.  1926.) 

It  appears  to  us  that  the  exclusion  of  the  Federal  Government 
from  the  "dual  choice"  provisions  denies  a  substantial  market  to 
developing  HMOs. 

H.R.  9019  addresses  our  concerns  while  retaining  the  exclusion 
of  the  Federal  Government  from  the  "dual  choice"  provisions  by  revising 
the  U.S.  Code  sections  (5  U.S.C.  8092,  8903(4))  which  governs  the 
Federal  employee's  health  benefits  program.    Section  9b  of  H.R.  9019 
would  require  the  Civil  Service  Commission  to  contract  with  an  HEW 
"qualified"  HMO  that  also  meets  Civil  Service  Commission  requirements. 

While  we  can  support  the  basic  thrust  of  the  proposed  subsections 
10(2)  and  10(3)  of  S.  1926  which  would  delete  the  criminal  sanctions 
made  applicable  by  section  1310(c)  in  favor  of  the  imposition  of  a 
civil  penalty  by  the  Secretary  of  HEW,  we  feel  that  this  proposed 
amendment  should  refer  to  the  Administrative  Procedures  Act  (5  U.S.C, 
§554-57  and  706)  for  administrative  and  judicial  procedures  to  be 
followed  and  to  better  protect  the  due  process  rights  of  employers. 
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A  more  detailed  discussion  of  the  Administrative  Procedures 
Act  and  suggested  legislative  language  is  provided  in  appendix  I 
to  this  statement. 
Qualified  Status  Not  Maintained 

Section  11  of  S.  1926  spells  out  the  action  the  Secretary  can 
take  if  an  HMO  fails  to  maintain  its  "qualified"  status.    Thus,  this 
section  begins  to  remedy  an  area  of  concern  to  many  who  considered 
as  a  major  problem  the  lack  of  information  on  how  the  Federal 
Government  was  to  regulate  HMOs  assisted  or  qualified  under  the  act. 
Seventy-one  percent  of  the  299  respondents  to  our  question  concerning 
the  lack  of  HEW  regulations  and  guidelines  on  Federal  continued 
regulation  of  HMOs,  indicated  that  such  an  absence  of  regulations 
was  a  hindrance  to  becoming  a  Federally  qualified  HMO. 

Section  11  of  S.  1926  would,  for  HMOs  that  have  been  qualified 
under  section  1310  of  the  HMO  Act  and  have  not  received  Federal 
financial  assistance,  restrict  the  Secretary  of  HEW's  remedies  for 
an  HMO  not  meeting  the  requirements  of  the  act.    The  remedy  proposed 
is  public  and  employer  notification  that  the  HMO  is  no  longer  qualified 
under  the  act.    Such  a  limited  sanction  may  not  be  enough  to  prevent 
an  HMO  from  becoming  qualified  to  gain  the  marketing  advantage  of 
"dual  choice,"  and  then  opt  out  of  maintaining  a  qualified  status  once 
it  has  achieved  its  market  penetration. 
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An  effective  remedy,  which  the  Committee  may  wish  to  consider, 
would  be  to  provide  for  the  loss  of  Medicare,  Medicaid,  and/or 
Federal  employee  contracts  if  qualification  status  is  not  maintained. 

Regarding  the  HMOs  which  have  received  Federal  financial 
assistance  under  the  HMO  Act  and  which  fail  to  maintain  a  qualified 
status,  we  suggest  that  the  amendments  provide  that  among  the  other 
remedies  available  to  the  Secretary  would  be  the  right  to  suspend 
financial  assistance  and  the  right  to  recover  all  or  some  portion 
of  Federal  funds  previously  awarded. 
SUGGESTED  ADDITIONAL  AMENDMENT  TO  THE  HMO  ACT 
Program  Evaluations 

As  we  have  previously  stated  sections  1314  and  1315  of  the  HMO 
Act  require  extensive  program  evaluations  of  HMOs  by  both  GAO  and 
HEW.    While  the  requirements  are  essentially  the  same  for  the  two 
agencies,  significant  differences  are  that  GAO  must  evaluate  a 
specific  number  (50)  of  HMOs,  must  report  several  of  its  evaluations 
by  December  1976,  and  must  perform  an  additional  study  of  the 
economic  effects  upon  employers  of  the  "dual  choice"  provision  of 
the  act. 

Based  upon  our  preceding  testimony  on  the  slow  rate  of  progress 
in  (1)  the  HMO  grant,  loan  and  qualification  programs;  (2)  the 
development  of  HEW's  HMO  evaluation  strategy;  and  (3)  the  issuance 
of  final  regulations  concerning  "dual  choice"  and  "continuing 
regulation"--we  believe  that  there  will  not  be  enough  HMOs  developed 
under  the  act  for  meaningful  evaluation  and  report  by  December  1976. 
Further,  we  believe  that  a  GAO  report  on  the  50  HMOs  possibly  a  decade 
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or  so  after  the  passage  of  this  act,  would  be  of  little  value  to  the 
Congress. 

Also,  satisfactory  methodologies  have  not  yet  been  developed 
to  provide  the  comparative  information  and  impact  on  health  deter- 
minations called  for  by  section  1314(c), 

Under  our  current  legislation  authority  (section  204  of  the 
Legislative  Reorganization  Act  as  amended  by  section  702  of  the 
Congressional  Budget  Act  of  1974),  we  can  and  will  perform  HMO 
program  evaluations  as  requested  by  Congress  and  its  committees 
and  on  our  initiative.    Our  responsiveness  in  this  manner  would  better 
meet  the  current  information  needs  of  the  Congress  and  would  be 
subject  to  Congress1  and  GAO's  current  priorities,  not,  as  it  is  under 
section  1314,  dependent  upon  the  rate  of  HEW  implementation  of  the 
act.    Accordingly,  we  suggest  that  the  present  language  of  section  1314 
be  deleted.    However,  if  the  Subcommittee  desires  that  GAO  evaluation 
be  required  by  the  act,  we  suggest  that  section  1314  be  revised 
in  accordance  with  suggested  legislative  language  in  appendix  II. 
Briefly,  the  results  of  our  suggested  legislative  language  would: 
--Better  meet  the  information  needs  of  the  Congress  by, 
substituting  in  lieu  of  the  required  evaluations  of 
50  HMOs,  an  earlier  review  of  selected  HMOs  certified 
by  HEW  as  qualified  operational  entities.    Such  a 
review,  if  not  limited  to  only  those  that  successfully 
operated  for  at  least  3  years,  would  provide  more 
relevant  and  current  information  on  the  viability  of  the 
concept. 
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--Accommodate  the  only  foreseeable  problem  we  have  with 
the  required  section  1314(b)  study  of  the  economic 
effects  on  employers  resulting  from  their  compliance 
with  the  requirements  of  section  1310,  by  relating 
the  issuance  of  a  report  to  the  Congress  to  the 
actual  existence  of  HMOs  qualified  to  utilize  the 
dual  choice  provision  of  the  act. 
—Recognize  the  fact  that  satisfactory  methodologies 
have  not  yet  been  developed  to  provide  the  comparative 
information  and  impact  on  health  determinations  called 
for  by  section  1314(c).    Further,  this  latter  section, 
if  left  unchanged,  provides  a  significant  administrative 
and  budgetary  problem  for  us  because  we  do  not  have  the 
skills  and  other  resources  at  hand  in  sufficient  amounts 
to  develop  the  necessary  evaluative  mechanisms. 
Mr.  Chairman  this  concludes  our  statement.    We  shall  be  happy  to 

answer  any  questions  that  you  or  other  members  of  the  Subcommittee 

might  have. 
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APPENDIX  I 


SUGGESTED  REVISIONS  TO  SECTION  10  OF  S.  1926 

Recommendation  72-6  of  the  Administrative  Conference  of  the 
United  States,  December  14,  1972,  favored  the  adoption  of  an 
administrative  procedure  for  imposing  civil  money  penalties  for 
agencies  faced  with  routine  enforcement  cases,    We  suggest  that 
the  Committee  embrace  the  Conference  recommendations  and  draft 
legislative  language  which  provides: 

--for  adjudication  on  the  record  pursuant  to  the 

Administrative  Procedure  Act  (5  U.S.C.,  §554-57); 
--that  a  determination  by  HEW  is  final  unless  appealed 
to  the  United  States  Court  of  Appeals  within  a 
specified  period  of  time; 
--that  review  of  an  administrative  decision  by  the 
United  States  Court  of  Appeals  be  pursuant  to  the 
substantial  evidence  rule  of  the  Administrative 
Procedure  Act  (5  U.S.C.,  1706(e)); 
--that  issues  made  final  by  HEW's  decision  and  issues 
which  were  raised  or  could  have  been  raised  on  appeal 
cannot  be  raised  as  a  defense  to  a  suit  brought  by  the 
United  States  to  collect  the  penalty; 
--that  HEW  be  permitted  to  settle  or  compromise  any  of 
the  civil  penalties  either  before  or  after  assessment. 
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This  could  be  accomplished  by  the  substitution  of  the  following 
language  in  lieu  of  that  proposed  by  S.  1926  as  section  1310(e)(2) 
and  (3): 

"(2)  In  any  proceeding  by  the  Secretary  to  assess  a 
civil  penalty  under  this  subsection,  no  penalty  shall 
be  assessed  until  the  employer  charged  shall  have  been 
given  notice  and  an  opportunity  to  present  its  views  on 
such  charge.    Adjudication  of  any  such  charge  shall  be  of 
record  and  pursuant  to  the  Administrative  Procedure  Act, 
5  U.S.C.,  §§554-57.    Any  civil  penalties  provided  under 
this  section  may  be  compromised  by  the  Secretary.  In 
determining  the  amount  of  the  penalty,  or  the  amount 
agreed  upon  in  compromise,  the  Secretary  shall  consider 
the  gravity  of  the  noncompliance  and  the  demonstrated 
good  faith  of  the  employer  charged  in  attempting  to 
achieve  rapid  compliance  after  notification  by  the 
Secretary  of  a  noncompliance. 

"(3)  A  decision  of  the  Secretary  pursuant  to  a  hearing 
shall  be  final  unless  appealed  within  30  days  to  the 
United  States  Court  of  Appeals  which  shall  have  authority 
to  review  such  decision  under  the  substantive  evidence 
rule  as  provided  in  the  Administrative  Procedure  Act, 
5  U.S.C.,  §706.    Issues  made  final  by  reason  of  a 
decision  of  the  Secretary  pursuant  to  a  hearing  as 
provided  herein  and  issues  which  were  raised,  or 
might  have  been  raised,  in  a  proceeding  for  review 
by  the  United  States  Court  of  Appeals  may  not  be 
raised  as  a  defense  to  suit  by  the  United  States 
for  collection  of  the  penalty  imposed  under  this 
section. " 

Also,  subsection  10(3)  of  S.  1926  needs  tc  be  clarified  as  to 
whether  a  separate  penalty  is  to  be  assessed  for  each  count  of 
noncompliance  by  an  employer  or  whether  there  is  a  $10,000  ceiling 
to  be  imposed  on  the  employer  for  all  refusals  to  comply  with 
section  1310.    Section  9a  of  H.R.  9019  proposes  that  each  30-day 
period  of  noncompliance  would  warrant  assessment  and  collection  of 
a  penalty. 


2  - 
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SUGGESTED  REVISIONS  TO  SECTION  1314  OF 
THE  HMO  ACT  OF  1973 


Section  1314(a)  is  amended  by  striking  out  the  matter  after  (a) 
and  inserting  in  lieu  thereof  the  following: 

The  Comptroller  General  shall  evaluate  the  operations  of  at  least 

10  or  one-half  (whichever  is  greater)  of  the  Health  Maintenance 

Organizations  for  which  assistance  was  provided  under  section  1303, 

1304,  and  1305,  and  which  have  been  designated  by  the  Secretary  as 

qualified  Health  Maintenance  Organizations  by  December  31,  1976, 

in  the  manner  prescribed  by  section  1310(d).    The  Comptroller 

General  shall  report  to  the  Congress  the  results  of  the  evaluation 

by  June  31,  1978.    Such  report  shall  contain  findings: 

"(1)  with  respect  to  the  ability  of  the  organizations 
evaluated  to  operate  on  a  fiscally  sound  basis  without 
continued  Federal  financial  assistance, 

(2)  with  respect  to  the  ability  of  such  organizations 
to  meet  the  requirements  of  section  1301(c)  respecting 
their  organization  and  operation, 

(3)  with  respect  to  the  ability  of  such  organizations 
to  provide  basic  and  supplemental  health  services  in 
the  manner  prescribed  by  section  1301(b), 

(4)  with  respect  to  the  ability  of  such  organizations 
to  include  indigent  and  high-risk  individuals  in  their 
membership,  and 

(5)  with  respect  to  the  ability  of  such  organizations 

to  provide  services  to  medically  underserved  populations." 

Section  1314(b)  is  amended  by  striking  out  the  matter  after  (b)  and 

inserting  in  lieu  thereof  the  following: 

The  Comptroller  General  shall  also  conduct  a  study  of  the 
economic  effects  on  employers  resulting  from  their  com- 
pliance with  the  requirements  of  section  1310.  This 
study  should  be  conducted  concurrent  with  the  evaluations 
of  qualified  Health  Maintenance  Organizations  required 
by  subsection  (a). 
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Section  1314(c)  is  amended  by  striking  out  the  matter  included 
in  its  entirety. 
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MEMORANDUM  WA^TWSKS'.VWWI 

HEALTH  >Efl\  It. CS  \Ti<>\ 
OFFICE  OF  rilF  ADMl.NlsTU  \  i  'Jit 

:  Acting  Director  DATE:    September  10,  1975 

Bureau  of  Community  Health  Service 


FROM    :  Acting  Administrator 

SUBJECT:  Issue  Paper  on  HMO  Funding  Options 


I  have  reviewed  the  proposed  Action  Memorandum  to  the  Assistant 
Secretary  for  Health  forwarded  by  your  memorandum  of  September  2,  and 
I  do  not  plan  to  sue- it  this  ds current  to  Dr.  Cooper.  I'.-.srs  is  r.s  :ci.:;, 
in  submitting  anocher  FY  1976  supplemental  budget  request  and  an  implied 
TnT5?T5a^e^En^"Eh'e  s)c  1  l^TT' allowance ;""'these"nave  been  rejected  on  several., 
occasions.    We  were  unable  to  convince  C.-3  that  the  HI-IO  legislation 
should  be  extended  for  more  t_han_one  year  or  that  the  authorization  level^ 
should  be  more  than  $18  mil  lion.  _p°r  year^~    Secohdly7"t'tTe  Department  never 
responded  formally  to  the  funding  paper  submitted  earlier  this  year. 
Thirdly,  several  appeals  _to  raise  the  FY  197.7  allowance  above.  $13  million^ 
hfl3ze.Jb.aen.  rejected..    Therefore,  the  Congressional  legislation  and  budget 
processes  will  have  to  make  the  final  determination. 

With  respect  to  the  two  options  under  the  reduced  budget  levels  Jfcve 
shou Id  prc£eed  with^the^pjlan  as  outlined  in  the  FY  1977  budget  justifi- 
cation submitted  to  0MB;   thi^^epresents  Option  1. ,  n  There  are 
discrepancies  in  the  tables  with  respl2cT'"To~FY~T9B75  operations;  note 
page  34  of  the  013  budget  submission  as  compared  to  Tabs  C,  E  and  F  of 
the  option  paper. 

If  there  are  further  questions  or  issues  of  which  I  may  not  be  aware, 
Dr.  Seubold,  you,  and  1  can  tieec  on  chis  matter. 


Robert  van  Hoek,  M.D. 
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DEPARTMENT  OF  HEALTH.  EDUCATION.  AND  WELFAi 
public  nr.Ai.i ii  siviU'ior. 

HEALTH  SERVICES  ADM  IMS  I  RATION 
Bureau  of  Commumiv  Health  Services 


SEP 


l  1375 


FROM         Acting  Director 


subject-.     Issue  Paper  on  the  Options  for  Health  Maintenance  Organization  (HMO) 
Funding  in  Fiscal  Year  1976  -  ACTION 


ISSUE 


An  early  decision  is  required  on  which  of  several  optional  funding 
plans  should  be  adopted  for  the  HMO  program  in  fiscal  year  1976, 
since  it  is  highly  probable  that  grant  funds  will  be  less  than 
required  to  support  all  eligible  fiscal  year  1975  grantees. 


BACKGROUND 


Circumstances  which  led  to  the  need  for  revision  of  the  HMO  funding 
plan  for  fiscal  year  1976  and  the  out  years  are  detailed  in  the 
enclosed  action  memorandum.     Three  options  for  action  are  presented 
for  decision. 


RECOMMENDATION 


That  you  sign  the  enclosed  action  memorandum  (Tab  A)  for  transmittal 
to  the  Assistant  Secretary  for  Health. 


Edward  L.  Kelly 


Enclosure: 

Tab  A  -  Memorandum  from  Acting  Administrator 
to  the  Assistant  Secretary  for  Health 


Prepared  by:     BCHS/HMO,  FSEUBOLD ,  8/28/75,  x3A106 
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MEMORANDUM 


to            The  Assistant  Secretary  for  Health 
Through:  ES/PHS   


DEPARTMENT  OF  I  il  \U  II.  IIH  C  \TF<  \.  \\l>\\ 

prui  u;  in  \i  :;i  -:  :.\  :• 
HEALTH  <i,uvi<  r?  \|.\::\  -,  ;  vhm\ 
OFFICE  UF  lilt.  \l;.\ii.M:-ii;  Vi--4; 


flOM       Acting  Administrator 


OBJECT:    impact  of  the  Fiscal  Year  1976  Budget  on  the  Output  of  the  Health 

Maintenance  Organization  (HMO)  Program  and  Recommended  Action  Needed 
to  Proceed  with  Fiscal  Year  1976  Grant  Awards  -  ACTION 


ISSUE 

The  strong  probability  exists  that  funding  for  the  HMO  program  for 
fiscal  years  1976,  1977,  and  1978  will  be  reduced  in  comparison  to 
fiscal  year  1975  funding.     This  prospect  requires  action  to  increase 
fund  availability  or  to  restructure  the  current  program  funding  plan. 
An  early  decision  is  needed  ,  .because  funding  applications  from  existing 
projects  are  being  received  now.    Based  on  budget  periods  for  existing 
grants,  the  volume  of  requests  could  be  as  large  as  $10,000,000  by 
October  31. 

BACKGROUND 

In  the  months  sinCe  HE  10  legislation  was  enacted,  a  series  of  HMO  program 
funding  plans  has  been  developed  in  response  to: 

1.  authorized  levels; 

2.  Office  of  Management  and  Budget  (0MB)  concerns  about 
program  scope;  and 

3.  internal  directives  concerning  future  budgets  developed 
within  the  Department. 

Development  of  each  funding  plan  required  estimates  of  future  fund 
availability  to  ensure  an  orderly  sequence  of  developmental  activities 
within  the  authorized  period  . 

The  plan  in  effect  during  the  first  half  of  fiscal  year  1975  was  based 
on  departmental  acceptance  of  a  fiscal  year  1976  budget  of  $50,184 
million  for  grants  and  program  operations.    The  President's  budget 
for  fiscal  year  1976  provided  $13.6  million  for  the  HMO  program.  This 
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budget  amount  was  set  in  spite  of  the  departmental  appeal.  Hence, 
the  Secretary  requested  an  assessment  of  the  impact  of  the  President's 
budget  on  the  HMO  program  in  his  January  29,  1975,  Management  Conference. 


Resource  papers  submitted  subsequent  to  the  Management  Conference 
outlined  alternative  courses  of  action  and  associated  consequences. 
While  issues  raised  in  the  Management  Conference  papers  were  under  review, 
the  HMO  grant  program  was  maintained  in  full  operation  throughout  fiscal 
year  1975.     Five  grant  cycles  were  carried  out  with  the  approval  of  the 
Administrator,  Health  Services  Administration  (HSA) ,  and  the  Director, 
Bureau  of  Community  Health  Services  (BCKS) .     A  total  of  S22.5  million 
was  obligated  in  172  awards  to  157  grantees. 

For  fiscal  year  1976,  the  probable  availability  of  grant  funds  is 
only  $15  million.     The  remainder  of  this  memorandum  addresses  the 
disposition  of  projects  in  the  face  of  decreased  funding.     Key  factors 
in  this  discussion  are  presented  subsequently. 

HMO  legislation  authorizes  three  types  of  grants . 

Maximum  Funding       Approximate  Duration 
Grant  Type  Authorization   (Months)  


Feasibility  $        50,000  6-12 


Planning  125,000 
Initial  Development  1,000,000 


6-12 
12-36 


Further,  legislation  terminates  grant  fund  authorizations  as  follows: 


Grant  Type 

Feasibility 

Planning 

Initial  Development 
Operational  (Loan  Fund) 


Last  Fiscal  Year 
Of  Current  Fund 
Authorization 


0MB  Recommendation 
For  Fund 
Authorizations 


The  primary  objective  of  the  legislation  is  for  HMO  projects  to  become 
operational  as  qualified  HMOs.     Generally,  projects  must  progress 
through  three  developmental  stages  (feasibility,  planning,  and  initial 
development)  before  achieving  operational  status.     The  unique  planning 
requirements  of  this  process  are  summarized  as  follows: 
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1.  Once  started,  a  successful  project  needs  increasing  amounts 
of  funds  to  progress  from  feasibility  to  planning  to 
development . 

2.  New  feasibility  and  planning  projects  must  be  started  early 
to  assure  continuation  of  the  program  through  the  authorized 
duration . 

3.  Careful  planning  of  the  mix  of  grant  types  is  required  to 
bring  the  program  to  an  orderly  close  without  wasting  Federal 
funds . 

An  idealized  M'O  program  plan  is  presented  in  Tab  A.     This  plan  illustrates 
that  the  pre r ram  is  of  discrete  duration  and  recuires  funding  levels 
which  increase ,  peak,  and  then  decrease.     The  increasing  budget  level  for 
the  first  several  years  is  required  to  acccr.-.ocace'  the  requirements  cf 
successful  projects. 

THE  PROBLEM 

Fiscal  year  1975  funding  resulted  in  grant  awards  of  $22.5  million  and 
the  following  mix  of  approved  grants : 

Number  of  Grants  Active 
Grant  Type  at  End  of  FY  75  

Feasibility  104 

Planning  22 

Initial  Development  28  (3  grantees  at  the  initial 

development  level  are  already 
operational) 

154 

Legislative  authorizations ,  budget  levels  used  as  the  basis  for  program 
planning  and  fiscal  year  1975  grant  awards,  and  the  President's  budget 
are  as  follows : 

 Grant  Budget  Amounts  (Millions)  

Planning  Assumptions 
Fiscal  PL  93-222  Used  in  Making  President's 

Year         Authorization  FY  75  Funding  Decisions  Budget 

1976  $  85  $  45  $  15 

1977  85  65  18 


65-640  O  -  76  -  8 
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Specific  budget  and  program  development  problems  include: 

1.  Fiscal  year  1975  grant  awards  were  made  assuming  grant 
budget  levels  of  $45  and  $65  million  in  fiscal  years  1976 
and  1977,  respectively.    Continuation  of  existing  grantees 
into  the  next  stage  of  development,  with  a  normal  attrition 
rate,*  would  require  about  $30  million  in  fiscal  year  1976. 
New  starts  would  require  the  additional  $15  million. 

2.  The  President's  budget  allows  a  total  of  only  $15  million 
for  grants  in  fiscal  year  1976.    The  0MB  legislative 

recommendations-  for  fiscal  years  1977  and  1978  are  $18 
million  for  each  year . 

3.  Applications  are  now  being  received  from  existing  grantees 
Consequently,  decisions  concerning  funding  strategy  should 
be  made  as  soon  as  possible. 

4.  Demand  from  new  applicants  in  fiscal  year  1976  appears  to  be 
strong,  yet  planned  budget  amounts  will  allow  minimal  new 
starts  only. 

OPTIONS  FOR  PROGRAM  ACTION  IN  FISCAL  YEAR  1976 

Three  restructured  program  funding  plans  have  been  developed  to  provide 
a  basis  for  the  fiscal  year  funding  decision.    These  plans  are  identified 
as  follows : 

1.  Option  1  -  Early  Termination  of  Projects 

2.  Option  2  -  Stretch-out" 

3.  Option  3  -  Added  Funding  from  Reprogramming  or  a  Supplemental 

Appropriation . 

The  funding  options  are  based  on  updated  regional  and  national  level 
assessments  of  the  probability  of  success  for  each  currently  funded 
project.    Options  1  and  2  are  consistent  with  the  0MB  plan  for  a  1-year 
program  extension  and  flat  funding  levels  of  $18  million  for  fiscal 
years  1977  and  1978.    Option  3  provides  for  additional  fiscal  year  1976 
funding,  to  be  derived  from  either  reprogramming  of  approved  Public 
Health  Services  (PHS)  funds  or  a  supplemental  appropriation.  In 
addition,  Option  3  is  designed  to  ensure  that  out-years  restore  the 
program  output  to  a  level  close  to  the  output  specified  in  earlier  plans. 

*    For  planning  purposes,  the  following  attrition  rates  were  estimated: 
Feasibility  studies  25% 
Planning  10% 
Initial  Development  10% 
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Options  for  program  action  are  described  in  the  following  sections. 
OPTION  1  -  Early  Termination  of  Projects 

General  Description:    Under  this  option,  the  best  of  the  existing 
projects  would  be  selected  for  continuation  and  the  remainder  would 
be  terminated  in  fiscal  year  1976.    Project  selection  would  be 
determined  by  funding  limitations  for  fiscal  years  1976,  1977,  and  1978. 

As  mentioned  earlier,  the  Office  for  Health  Maintenance  Organizations 
has  conducted  a  survey  to  estimate  the  success  probability  of  each 
currently  funded  project.     The  major  inputs  of  the  survey  were  provided 
by  H1I0  program  staff  in  the  regional  Offices  .    The  probablity  of  success 
for  each  project  was  assessed  as  Strong,  Probable  Success,  Possible 
Success,  or  Probable  Drop. 

Estimates  developed  as  a  result  of  the  survey  are  tentative.     Some  of 
the  projects  reviewed  have  been  in  progress  for  little  core  than  a  month, 
while  others  are  more  established.    Furthermore,  projects  in  the  initial 
development  stage  can  be  assessed  far  z.ore  accurately  than  those  in  the 
feasibility  stage.    Nevertheless,  the  assessment  resulting  from  the 
survey  is  the  most  objective  possible  at  this  time.    Results  are 
presented  in  Tab  B,  and  are  summarized  below. 

August  1975  Assessment  of  Success 
Probability  for  HZ  10  Grantees 


Success  Probability 


Stage  Strong  Probable  Success  Possible  Success  Probable  Drop 

Feasibility  10                      32                         35  27  (25%) 

Planning  6                      10                           5  1  (5%) 

Development  13                       9                           4  3  (10%) 

Survey  findings  for  the  Probable  Drop  category  coincide  with  the  failure 
rates  estimated  in  the  current  funding  plan.  _If  Option  1  were  implemented, 
sixty-one  projects  beyond  the  estimated  attrition  rat'^voulil^h™'  t^rioanatea*" 

tiscai._y.ear  _iW.o^,  me  remaining"  "proi*ects"^would  be  fully  funded .  Staff 
and  contract  support  resources  would  be  concentrated  on  the  remaining 
projects  to  maximize  their  prospects  for  success^ 

Tab  C  describes  Option  1  in  depth.    The  following  table  summarizes  the 
anticipated  results  of  implementing  this  option  in  fiscal  year  1976. 
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Average  Projects 
Projects  Funding         Approved  Terminated 

Eligible        Projects      Levels  Funds  3evond  Estimated 


Stage  For  runding        runled     (.hcusar.ds)      Ciillior.s)  Azzrition  ?. 

Planning  77  21  $  125  $    2.6  56 

Initial  21  16  700  11.5   5_ 

Development 

$  14.1  61 

Funds  remaining  in  fiscal  year  1976  would  be  committed  to  32  new  starts 

at  the  feasibility*  level,  clareSy  filling  t.'.e    "pipeline''  for  initial 
development  in  fiscal  -  ear  Ir7o  and  respecting  modestly  to  the  dcmar.w  for 
particip a ti_n  by  :._v  orpamia;vtia:-.s  .     I'.;a  :-::p  ettat  level  oz  iemaai  to 
participate  is  based  on  a  poll  of  Department  3.egional  Offices  ana  of 
professional  and  trade  organizations  in  July  1975.     Although  results  cf 
the  poll  are  incomplete,  Tab  D  shows  that  more  than  150  organizations 
intend  to  apply  for  funding . 

Output  Summary  for  Option  1 

80  KlOs 

$  74.2  million  in  grant  funds 

61  projects  terminated  beyond  expected  attrition  in  fiscal  year  1976 
OPTION  2  -  "STRETCH-OUT " 

General  Description:     Option  2  offers  an  alternative  to  early  termination 
of  projects,  while  maintaining  compliance  with  the  OMB  marks.  "Stretch- 
out" refers  to  funding  projects  at  approximately  half  the  authorized  level, 
with  the  recognition  that  most  of  the  projects  would  require  an  additional 
grant  period  to  complete  planning  and  developmental  casds .  Extending 
achievement  of  the  goal  of  operational  status  suggests  that  failure  rates 
will  increase.     Under  this  option,  however,  no  project  would  be  terminated 
(beyond  the  expected  attrition  rate)  in  fiscal  year  1976.  Instead, 
terminations  would  occur  at  the  planning  and  development  levels  in  fiscal 
years  1977  and  1978. 

As  summarized  below  and  presented  in  full  in  Tab  E,  implementing 
Option  2  in  fiscal  year  1976  would  result  in  the  termination  of  42 
planning  and  3  initial  development  projects  in  fiscal  years  1977 
and  1978. 
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Option  2  -  Fiscal  Year  1976  Actions 

Projects                 Average  Funding  Approved  Funds 

Stage               Requiring  Funding    Levels  (Thousands)  (Millions ) 

Planning                     77                         $    62.5  $  4.9 

Initial                       20                            490.0       -  9.8 


Development 


$  14.7 


Compared  tc  Option  1,  Option  2  '.:culd  accomodate  a  more  limited  number 
of  new  feasibility  ;::.rts   (20)  in  fiscal  year  1976.     These  new  grantees 
would  be  among  the  initial  develop::. tar.  projects  in  fiscal  year  1373. 

Output  Summary  for  Option  2 

77  HMOs 

$74.2  million  in  grant  funds 

45  projects  terminated  beyond  expected  attrition  in 
fiscal  years  1977  and  1978 

OPTION  3  -  Added  Fundir.2  frcm  Renroerammir.g  or  a  Supplemental  Apnrcpriat: 

General  Description:     The  need  to  curtail  Federal  spending  at  this  time 
is  crucial.     Nevertheless,  this  option  is  presented  to  provide  a  fair 
trial  and  assessment  of  the  merits  of  HMO  health  care  during  the  course 
of  this  program.     Such  an  assessment  is  highly  important  in  view  of  the 
key  position  assigned  to  HMOs  in  the.  major  National  Health  Insurance 
proposals  nor..T  being  evaluated. 

The  increased  funding  is  needed  to  expand  program  output,  thereby 
providing  a  sounder  base  for  assessment  as  veil  as  an  equitable  response 
to  the  demand  for  participation  in  the  program.     The  following  factors 
must  be  considered  in  making  a  decision  to  provide  added  funding. 

1.     Sufficient  numbers  and  diversity  of  projects  evaluated  to 
ensure  comparison.     At  a  minimum,  a  set  must  include  eight 
-projects  of  the  following  types: 


.    Group  vs .  IPA 
.    Urban  vs .  rural 

Provider-sponsored  vs.  community-sponsored 
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Generally,  two  sets  per  region,  or  160  HMOs,  would  provide 
an  adequate  basis  for  effective  comparisons.    The  recommended 
evaluation  level  approaches  the  output  of  170  HMOs ,  accepted 
by  Messrs.  Carlucci  and  O'Neill  in  January  1974,  as  an 
adequate  basis  for  program  evaluation. 

2.  Equitable  treatment  of  current  grantees,  many  of  which  would  be 
terminated  under  Options  1  and  2  in  spite  of  meeting  criteria 
for  advancement.     (See  Tab  B) 

3.  Demands  for  participation  by  well-qualified  organizations 
which  have  held  back  until  full  study  could  be  made  of  their 
obligations  under  the  Act  and  potential  advantages  to  thorn 
(see  Tab  D) . 

The  consequence  of  responsiveness  to  the  preceeding  factors  is  indicated 
below  for  fiscal  year  1976  and  described  in  full  in  Tab  F. 

Continuations   (Full  Funding) 

Stage  Projects  to  be  Funded       Funding  Level  (Millions) 

Planning  77  projects  $  9.6 

Development  20  projects  16 .0 

$  25.6 

New  Projects .  Funding  all  of  the  more  than  150  potential  applicants 
identified  to  date  is  not  consistent  with  the  concept  of  the  program 

as  a  demonstration  and  is  not  recommended.    Nevertheless,  the 
validity  of  the  demonstration  would  be  enhanced  by  the  addition  of 
a  number  of  applicants  to  the  program  roster.     If  funds  can  be 
identified,  the  following  mix  of  projects  is  recommended  for  new 
starts  in  fiscal  year  1976 . 

"Stage  Projects  to  be  Funded        Funding  Level  (Millions) 

Feasibility  40  projects  $  2.0 

Planning  10  projects  1.25 


Development 


10  projects 


8.0 
$  11.25 


113 


The  Assistant  Secretary  for  Health  9 
Summation 

Project  Tyoe  Funding  Level  (Millions) 

Continuations 
New  Projects 

Total  Funds  Needed 
Less  FY  76  Budget-  $  15.7 

New  Funds  Needed  3  21.2 

*Includes  50.7  million  "rural  carryover"  from  FY  75 
Output  Summary  for  Potion  3 
142  HMOs 

$  141.8  million  in  grant  funds 

No  projects  terminated  beyond  expected  attrition  rate 
DISCUSSION 

Pending  Congressional  action  regarding  the  fiscal  year  1976  Labor /HE? 
appropriation  and  the  HMO  Amendments  of  1975,  the  three  options 
described  above  represent  the  realistic  range  for  HMO  program  actions 
during  fiscal  year  1976.     Each  option  provides  a  responsible  approach 
to  program  implementation.     Therefore,  advantages  and  disadvantages 
described  in  this  section  deserve  serious  consideration.  Prompt 
selection  of  one  option  is  needed  because  applications  for  continued 
funding  are  in  hand  or  are  forthcoming  in  September. 

OPTION  1  -  Early  Termination  of  Projects 


$  25.6 
$  11.3 
$  36.9 


Pro 

Complies  with  President's  3udget 
for  FY  76  and  with  0MB  marks  for 
out  years 


Con 

Terminates  61  projects  in  r:  76 
which  are  expected  to  meet  program 
criteria  and  which  wouli  otherwise 
have  progressed  to  operacicc\aL 
status  as  qualified  HMOs 
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Pro 

Concentrates  funding  and  technical 
assistance  resources  on  the  cost 
promising  projects 

.    Does  not  "drag  out"  projects 
destined  for  later  termination 


10 


Con 


Will  diminish  the  credibility  cf  the 
Federal  HMO  program 


Will  cause  substantial  political 
problems  with  respect  to  terminates 
projects 

Will  provide  only  a  bare  minimum 
of  projects  for  evaluation 


OPTION  2  -  "Stretch-Out" 
Pro 

.  Complies  with  President's  Budget 
for  FY  76  and  with  0MB  marks  for 
the  out  years 

.    Maintains  projects  in  the  "pipe- 
line," in  the  event  that  added 
funding  materializes  later 


eved  t-rr.en  -the 
1,  compared  to 


Will  reduce  the  m; 
containment  to  be 
HMOs  become  operational 
the  level  of  cost  ccnta 
resulting  from  Option  3 


Con 

Penalizes  both  strong  and  margi 
projects  by  reducing  available 
resources 

Increases  the  probability  of  fi 
through  loss  of  sponsor  and  co- 
enthusiasm  as  the  goal  of  opers 
status  becomes  more  distant 


Dilutes  political  reaction  by 
deferring  FY  76  terminations 
and  spreading  them  over  FY  77 
and  FY  78 


Reduces  funding  and  technical 
tanee  resources  available  par 
compared  to  Option  1 


Will  diminish  the  credibility  of  the 
Federal  HMO  program 

Will  provide  only  a  bare  minimum  of 
projects  for  evaluation 

"Drags  out"  projects  destined  for 
termination  later 

Wilier educe  the  magnitude  of  cost 
containment  to  be  achieved  when  HMOs 
become  operational,  compared  to  the 
level  of  cost  ccntairaaent  resultir.z 
from  Option  3 
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OPTION  3  -  Added  Funding  from  Reprogramming  or  a  Supplemental 
Appropriation 


Pro 


Con 


Produces  sufficient  HMOs  for  an 
adequate  trial  and  assessment 
of  the  HMO  concept 


Exceeds  President's  budget  for  FY 
76  and  OMB  marks  for  the  out  year 


Permits  support  of  all  projects 
funded  in  FY  75  and  in  compliance 
with  advancement  criteria 


Requires  reprogramming  of  approved 
PHS  funds  or  successful  request 
for  a  supplemental  appropriation 


.    Permits  substantial  new  partici- 
pation by  qualified  applicants 
in  FY  76 

Enhances  the  credibility  of  the 
Federal  HMO  program,  thereby 
promoting  private  development 

Doubles  the  potential  for  cost  con- 
tainment through  operational  HMOs , 
compared  to  Options  1  and  2 

RECOMMENDATIONS 

1.  Initiate  renewed  efforts  to  secure  Administration  and  Congressional 
approval  for  the  additional  funds  needed  to  implement  Option  3. 

2.  Implement  Option  2  only  if  success  in  gaining  added  funds  is 
probable,  thereby  facilitating  a  transition  to  Option  3. 

3.  Implement  Option  1  if  approval  to  increase  program  funding 
cannot  be  obtained. 


Enclosures : 

Tab  A  -  Idealized  HMO  Program  Plan 

Tab  B  -  Estimate  of  Success  Potential  for  HMO  Projects  Funded  in  FY  75 
Tab  C  -  Early  Termination  Approach  to  an  HMO  Funding  Plan 
Tab  D  -  Prospects  for  Participation  in  HMO  Program  in  FY  76 
Tab  E  -  "Stretch-out"  Approach  to  an  HMO  Funding  Plan 
Tab  F  -  Added  Funds  Approach  to  an  HMO  Funding  Plan 


Robert  van  Hoek,  M.D. 
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CONCURRENCES 

OAM/PHS,  DROKE:    Concur_  Nonconcur  Date  

DECISION 

1.  That  action  be  taken  to  identify  and  obtain  additional  funds  for 
the  HMO  program  in  order  to  implement  Option  3 . 

Approved  Disapproved__  Date   

2.  That  Option  2  be  implemented,  pending  identification  of  additional 
funds  required  to  make  the  transition  to  Option  3. 

Approved  Disapproved  Date  

3.  That  Option  1  be  implemented. 

Approved  Disapproved  Date  

4.  That  Option  2  be  implemented. 

Approved  Disapproved  Date  

Prepared  by:    HSA,SEUBOLD,  8/28/75,  x34106 
HSA  Contact:    SEUBOLD,  x34106 


\ 
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MEMORANDUM 


DEPARTMENT  OF  HEALTH.  EDUCATION.  AND  WT 
PUBLIC  HEALTH  SERVICE 
HEALTH  SERVICES  ADMINISTRATION 
Bureau  of  Community  Health  Services 


TO 


Director 


DATE:     October  1,  1975 


FROM    :  Associate  Bureau  Director,  HMO 


SUBJECT:   Proposed  HMO  Funding  Plan  for  Fiscal  Year  1976 


The  draft  proposed  plan  dated  September  19 ,  previously  submitted  to 
you  for  review,  was  discussed  in  detail  with  the  Regional  HMO  Staff 
in  Rockville  on  September  24-25.     A  number  of  constructive  recommenda- 
tions were  made  and  are  incorporated  in  this  revised  plan.     The  process 
described  below  will  implement  Funding  Option  1,  as  directed  by  the 
Administrator,  with  minor"moair 'icatioa' ' to  rex lettr the  actual  funding 
requirements  of  initial  development  projects. 

The  major  features  of  the  plan  and  process  are: 


lj   Funding  must  stay  within  the  limits  of  anticipated  program  funds 


and  duration 

FY  1976  -  $15.7  million 
FY  1977  -  $18.0  million 

FY  1978  -  $18.0  million  (development  projects  only). 
FY  1979  -  loans,  loan  guarantees  only. 

2.  Projects  should  be  funded  fully,  after  careful  review  to 
substantiate  the  real  need  for  all  projected  expenditures, 
in  order  to  maximize  prospects  for  success. 

3.  Regional  priorities  will  be  updated  on  a  monthly  basis,  using 
quantitative  objective  scoring,  in  order  to  be  responsive  to 
changes  in  project  status,  so  that  funding  decisions  will 
reflect  the  current  relative  merits  of  the  candidates  as 
accurately  as  possible.    The  process  is  designed  to  assure 
that  adequate  funds  remain  available  for  top-rated  projects 
throughout  the  year. 

Regional  project  ratings,  scored  according  to  the  methodology  described 
in  Tab  A,  are  to  be  delivered  to  Rockville  by  October  3.     A  meeting  with 
Regional  Program  Consultants  is  scheduled  for  October  8  at  O'Hare  Airport 
to  review  the  national  ratings  and  arrive  at  the  initial  set  of  funding 
priorities.    As  noted  above,  these  will  be  updated  monthly  as  a  basis  for 
funding  decisions. 
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Range  of  Funding  Possibilities  for  Fiscal  Year  1976 

A  variety  of  possibilities  exists  for  the  fiscal  year  1976  funding 
pattern  depending  on  the  number  of  projects  deemed  acceptable  for 
advancement  to  initial  development  status,  the  practice  mix  (GP  or  IPA) 
of  those  projects,  and  the  extent  to  which  they  can  be  ready  for  advance- 
ment before  the  end  of  the  fiscal  year.     In  each  instance,  the  output  can 
be  compatible  with  the  projected  cut-year  funding.     Examples  of .  possible 
patterns  are  given  in  Tab  B.     In  summary  the  following  ranges  are 
feasible : 

Feasibility:  40  -  32  projects 
Planning:  40  -  27  projects 

Development:     16  -  18  projects 

These  estimates  assume  full  authorized  funding  at  the  feasibility  and 
planning  levels  and  averages  observed  to  date  for  initial  development 
projects  of  the  two  major  types:     group  practice  at  $700K  and  IPA  at 
$400K. 

Subject  to  refinement  of  positions  at  the  October  8  meeting,  it  appears 
likely  that  16  of  the  current  22  planning  projects  will  merit  advancement 
to  the  initial  development  level.     Eleven  are  group  practice  type  and 
five  are  IPAs .     In  order  to  maximize  the  output  from  fiscal  year  1975 
feasibility  efforts,  it  appears  wise  to  limit  funding  of  new  feasibility 
projects  in  fiscal  year  1976  to  32,  16  in  each  cycle.    Depending  upon  the 
time  in  the  fiscal  year  at  which  high  priority  feasibility  projects  would 
be  advanced  into  the  planning  stages,  32  to  40  such  projects  could  be 
funded.     That  is,  if  they  come  up  late  in  the  year,  some  may  not  be  ready 
for  initial  development  funding  until  early  fiscal  year  1978  rather  than 
late  fiscal  year  1977. 

The  plan  can  be  made  sufficiently  flexible  to  accommodate  some  fiscal  year 
1977  funding  at  the  initial  development  level  of  fiscal  year  1975  planning 
projects  started  late  in    that  fiscal  year.    Under  such  circumstances, 
it  would  be  possible  to  initiate  a  limited  number  of  new  initial  develop- 
ment or  expansion  activities  in  fiscal  year  1976. 

In  any  event,  the  process  would  be  the  same,  with  the  funding  decisions 
being  made  on  the  basis  of  top  choices  from  the  priority  list  prepared 
with  the  assistance  of  Regional  Office  staff. 

Funding  Decision  Process 

1.     Currently  Funded  Initial  Development  Projects 

a.     It  is  expected  that  these  will  complete  their  activities  within 
the  funding  already  awarded  so  that  no  additional  grant  funds 
will  be  required. 
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b.    Advancement  of  these  projects  into  operational  status  will 
be  handled  as  usual.     Particular  care  should  be  directed 
toward  preparation    of  fully-responsive  qualification  and 
loan  applications  in  order  to  assure  prompt  transition  into 
operational  status. 

Currently  Funded  Planning  and  Feasibility  Projects 

a.  Regional  Office  staff  is  to  score  projects  separately  in  each 
category  (see  Tab  A  for  methodology)  and  rank  them  in  priority 
order  by  October  3. 

b.  It  appears  probable  that  all  of  the  currently  active  planning 
projects  that  will  be  deemed  acceptable  can  be  funded. 
These,  therefore,  will  be  reviewed  and  judged  as  a  unit 
without  special  consideration  as  to  Regional  distribution. 

c.  The  first  two  choices  among  feasibility  projects  in  each 
Region,  subject  to  approval  by  the  ABD,  HMO,  will  be  funded. 
The  remaining  selections  will  be  made  by  the  OHMO  Executive 
Committee  on  a  national  basis  with  guidance  from  the  Regional 
Program  Consultants  at  a  joint  meeting  on  October  8. 

d.  Statutory  priorities  will  be  addressed  at  this  point  by  making 
any  changes  necessary  to  assure  that: 

1.  20%  of  the  projects  are  those  which  will  serve  non- 
metropolitan  areas,  provided  that  there  are  a  sufficient 
number  of  such  projects  which  meet  the  overriding 
criterion  of  fiscal  viability;  and 

2.  other  factors  being  equal,  preference  is  given  to  those 
projects  which  provide  assurance  that  they  will  serve 
populations  from  medically-underserved  areas. 

e.  The  priority  order  arrived  at  will  be  updated  on  a  monthly 
basis,  with  substantiated  ratings  to  be  sent  by  each  Region 
by  the  last  working  day  of  each  month.    The  update  is  to 
reflect  significant  changes  in  project  prospects  for  success 
based  on  both  internal  progress  and  external  factors. 

f.  As  applications  are  received,  they  are  to  be  evaluated  by 
standard  review  procedures.     If  the  project  ranks  among  the 
top  Regional  and  national  priority  listings  to  the  extent 
that  such  funds  are  available,  and  if  all  necessary  criteria 
have  been  met,  the  project  will  be  funded. 


120 


Director  4 

g.     If  a  project  meets  the  necessary  criteria,  but  is  not  within 
the  top  ranking,  the  grantee  is  to  be  informed  that  the 
application  is  acceptable  but  cannot  be  funded  because  of 
budget  limitations.     The  grantee  should  be  given  an  explanation 
of  the  funding  strategy  and  the  assignment  of  priorities  so  that 
the  reason  for  denial  of  funding  will  be  understood. 


h.     Projects  which  do  not  meet  the  criteria  will,  as  usual,  be  so 
informed . 


i.     In  all  cases,  a  full  report  of  the  feasibility  study  is  needed 
to  document  the  factors  leading  to  the  determination. 


3.    New  Projects 


a.     It  has  been  deemed  appropriate  to  fund  new  feasibility  projects 
in  fiscal  year  1976 . 


b.  In  order  not  to  overload  the  system  in  fiscal  years  1977  and 
1978,  not  more  than  the  equivalent  of  32  new  feasibility 
projects  will  be  funded  in  fiscal  year  1976.    Applicants  will 
be  evaluated  as  in  the  past  according  to  the  Objective  Review 
Process  and  classified  as  "rejected"  or  "approved."  Each 
Region  will  score  and  priority-rank  its  "approved"  applicants . 
As  in    the  case  of  the  continuation  projects,  the  first 
priority  of  each  Region  will  be  funded  in  each  of  the  two 
grant  rounds  with  the  concurrence  of  the  ABD ,  HMO.  The 
remaining  six  projects  to  be  funded  in  each  round  will  be 
selected  on  a  national  basis  by  the  HMO  Executive  Committee 
with  guidance  from  the  Regional  Program  Consultants. 

c.  Approved  but  unfunded  projects  from  the  first  fiscal  year  1976 
grant  round  are  to  be  notified  that  they  will  be  considered 

in  competition  with  the  second  round  applicants,  if  they  so 
.  desire. 

d.  Applicants  for  grants  for  expansion  will  not  be  considered. 
Loan  support  is  an  appropriate  source  of  assistance  for 
operating  costs  attributable  to  significant  expansion.  This 
requirement  limits  the  field  to  qualified  HMOs  which  have  a 
source  of  revenue  and  therefore  the  potential  for  repayment. 

Conclusion 


The  proposed  plan  is  advanced  as  the  most  equitable  and  most  productive 
possible  in  view  of  the  limited  funding  available  in  fiscal  year  1976. 
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It  will  provide  for  a  minimum  of  four  funded  projects  per  Region  plus 
those  that  advance  into  initial  development  and  operational  status  plus 
any  that  apply  for  and  receive  loan  support  for  expansion.     The  minimum 

program  duration. 


Frank  H 


Seubold,  Ph.D. 


Enclosures : 

Tab  A  -  Project  Scoring  Methodology 

Tab  B  -  Range  of  Funding  Possibilities  for  HMO  Program  in  FY  '76 
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TAB  A 


PROJECT  SCORING  METHODOLOGY 


FACTOR 

1.  Grantee  commitment,  as  clearly  Scoring  Range 
demonstrated  by  tangible                                              0      1        2  3 
contributions,  money  being  the 

most  tangible. 

2.  Provider  Commitment  ,01  23 
A.     Provider  sponsored  -  commitment 

clearly  evident  through  sponsorship  by 
individual  physician  organization, 
medical  group,  or  signed  agreements 
to  provide  service-not  merely 
general  expressions  of  interest. 


B.     Consumer  sponsored  -  letters  of  support 
and/or  interest  by  physicians,  interest  by 
medical  schools  to  participate  in  Plan 
development,  interest  of  hospitals  or  other 
provider  institutions  to  participate  (higher 
scores  where  letters  of  agreement  and/or 
contracts  are  signed.) 


3.  Staff  Competence  to  develop  and  0        12  3 
organize  an  HMO,  as  shown  by  track 

record  either  on  the  project  or  in 
previous  employment. 

4.  Market  potential,  in  terms  of  0        12      3  4 
employer,  union,  State  resources 

and  willingness  to  undertake  con- 
tracts; purchasing  power;  project 
Board  of  Directors  composition; 
marketing  strategy,  if  developed; 
competitive  situation;  potential 
for  fiscal  viability. 

5.  Legal  situation  in  State,  0  1 
including  any  Certificate  of 

Need  or  reserve  requirement  problems. 


Notes : 


Maximum  Score:  12 

Any  three  "0"  scores  is  an  automatic  washout. 

This  scoring  methodology  is  in  addition  to  the  normal  review  process  which 
consists  of  review  standards,  site  visit  reports,  outside  consultants, 
quarterly  progress  reports,  track  record  of  grant  and  milestone  progress,  et 
For  this  selection  a  summary  review  pink  sheet  will  be  completed  with 
strengths  and  weaknesses,  scores,  and  other  grantee  information. 
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TAB  B 


RANGE  OF  FUNDING  POSSIBILITIES  FOR  THE  HMO  PROGRAM  IN  FY  1976 

'75  '76  '77  '78  '79 

1.  F         104      5.2         32    1.6         -  -  - 
P           22      3.8         27    3.3       24      3.0         -  - 

D  28    13.5         18  10.8       25    15.0       30*  18.0 

22.5  15.7  18.0  18.0 

0  4  25  16  23  27 

*    includes  8  new  development  or  expansion  projects 

'75  '76  '77  '78  '79 

2.  F         104      5.2         32    1.6         -  - 

P  22      3.8         36    4.5       24      3.0         -  - 

D  28    13.5         16    9.6       25    15.0        30*  18.0 


22.5  15.7  18.0  18.0 

25  14  23  27 


*    includes  8  late  projects  from  FY  '76  planning  and  22  projects 
from  FY  '77  planning  


75  '76  '77  '78  '79 


.**  ** 


3. 

F 

104 

5.2 

32 

1.6 

P 

22 

3.8 

40 

5.0 

D 

28 

13.5 

15 

9.1 

22.5 

15.7 

0 

4 

25 

18.0  18.0 
13  23  30 


*  24  from  FY  '76  planning  and  1  from  FY  '75  planning 
**    22  from  FY  '77  planning  and  11  from  FY  '76  planning 


65-640  O  -  76  -  9 
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_  _ 

_  _ 
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9.7 

24  14.2 

32*  18.0 
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25 

14 

22 
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*    5  from  FY  '76  planning  and  27  from  FY  '77  planning 
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Senator  Kennedy.  I  just  want  to  say  it  has  been  very,  very  help- 
ful to  get  these  comments  of  yours  and  your  testimony.  I  think  it 
has  been  enormously  useful  and  valuable  to  us  on  the  committee. 

And,  I  just  want  to  commend  you  and  assure  you  that  I  know  you 
have  spent  a  great  deal  of  time  in  reviewing  this  and  that  you  have 
put  a  good  deal  of  effort  into  it.  And,  it  showed  from  your  study 
of  it  and  from  your  response  to  the  questions. 

It  will  be  very  helpful  to  us  in  trying  to  do  something  that  is 
important  in  this  area.  So  we  want  to  thank  you  very  much. 

Mr.  Martin.  Thank  you. 

Senator  Kennedy.  It  is  really  a  very  fine  job. 

Our  next  witness  is  Dr.  Cooper,  Assistant  Secretary  for  HEW, 
accompanied  by  Jim  Dickson,  Robert  Van  Hoek,  Frank  Seubold, 
and  Dale  Sopper. 

Dr.  Cooper,  good  morning.  We  are  glad  to  have  you  here.  We  look 
forward  to  your  testimony.  We  might  get  into  some  of  the  questions 
early.  Senator  Pell  is  going  to  Chair  at  11  so  we  will  have  a  chance 
to  

STATEMENT  OP  THEODORE  COOPER,  M.D.,  ASSISTANT  SECRETARY 
FOR  HEALTH,  DEPARTMENT  OP  HEALTH,  EDUCATION,  AND  WEL- 
FARE, ACCOMPANIED  BY  JAMES  F.  DICKSON  III,  M.D.,  ACTING 
DEPUTY  ASSISTANT  SECRETARY  FOR  HEALTH,  DHEW;  ROBERT 
VAN  HOEK,  M.D.,  ACTING  ADMINISTRATOR,  HEALTH  SERVICES 
ADMINISTRATION,  DHEW;  FRANK  SEUBOLD,  PH.  D.,  ASSOCIATE 
BUREAU  DIRECTOR,  HEALTH  MAINTENANCE  ORGANIZATIONS, 
HEALTH  SERVICES  ADMINISTRATION,  DHEW;  AND  DALE  W. 
SOPPER,  ACTING  DEPUTY  ASSISTANT  SECRETARY  FOR  LEGISLA- 
TION (HEALTH),  DHEW 

Dr.  Cooper.  In  the  interest  of  time  and  getting  down  to  the  gut 
issues,  I  would  like,  with  vour  permission,  to  submit  my  statement 
and  charts  in  their  entirety  for  the  record. 

Senator  Kennedy.  We  will  include  it  in  the  record  at  the  conclusion 
of  vour  testimony. 

Dr.  Cooper.  I  would  also  say,  it  was  verv  helpful  to  me  to  listen  to  a 
good  part  of  your  questioning  of  the  GAO,  and  their  constructive 
criticism  of  the  program  and  its  evaluation. 

And  I  think  it  would  be  worthwhile  to  

Senator  Kennedy.  I  hope  they  can  stav  and  listen  to  you.  I  should 
have  asked  them.  It's  a  two-wav  street,  you  know. 

Dr.  Cooper.  I  know.  We  looked  forward  to  the  opportunity  to  dis- 
cuss with  them  their  evaluation  because,  as  you  know,  although  it  is 
such  

Senator  Kennedy.  Well,  he  is  here.  Mr.  Schulz,  can  you  stay  with 
us  for  a  little  while  ? 
Mr.  Schttt.z.  Sure. 
Senator  Kennedy.  Good. 

Dr.  Cooper.  Obviously,  we  have  some  difference  of  oninion  as  to  how 
some  of  the  actual  factual  material  is  interpreted.  I  think  there  is  no 
need  to  debate  the  importance  of  the  program. 
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I  want  to  make  clear  at  the  outset  my  commitment  and  the  Secre- 
tary's commitment  in  making  this  an  effective  program.  And,  despite 
the  concerns  and  the  justified  criticisms  from  time  to  time  about  our 
deficiencies  in  implementing  the  program,  I  want  to  make  it  absolutely 
clear  that  we  have  a  commitment  to  try  to  make  this  work  and  we 
shall  do  so. 

There  have  been  a  lot  of  issues  that  have  been  raised  about  the  satis- 
faction with  the  program  and  I  would  like  to  comment  on  that  first, 
if  I  may. 

We  have  restructured  the  program's  administration  and  manage- 
ment to  a  single  operational  entity.  I  would  comment  also,  since  it  was 
raised  recently,  about  the  regional  program.  I  am  currently  reviewing 
the  structure  of  the  service  that  is  given  to  the  applicants  in  the  region 
and  its  relationship  with  the  headquarters'  staff,  in  this  regard. 

I  believe  the  regional  operation  can  help  service  the  people  in  this 
regard  and  the  pros,  here,  outweigh  the  cons.  I  will  see  to  it,  and  I  have 
already  indicated  to  my  staff  that  I  will  put  additional  people  and 
additional  consultants  out  there  to  do  this  within  the  context  of  our 
current  ceilings  on  position. 

Now,  we  have  had  a  great  deal  of  delay — some  of  which  was  neces- 
sary discussion  with  labor  and  so  on  about  some  of  the  regulations. 
We  will,  again,  try  to  expedite  the  regulations  process. 

I  have  recently  talked  with  the  General  Counsel  about  the  timetable 
and  completing  the  regulations  process,  and  we  have  his  commitment 
as  well  as  my  own  to  try  to  expedite  the  promulgation  of  outstanding 
regulations  by  January  and  March,  as  well  as  all  the  guidelines  that 
are  necessary  for  implementing  the  regulations. 

I  have  had  substantial  discussion  with  the  General  Counsel  and 
recognize  his  problem  in  staffing.  This  is  not  a  program  staffing  con- 
sideration, as  has  been  explained.  The  General  Counsel  staff  comes 
from  the  Office  of  the  Secretary  overhead,  and  we  would  support  the 
Office  of  the  Secretary  having  the  necessary  staff  needed  to  do  this. 

Senator  Kennedy.  Does  this  mean  they  are  going  to  make  a  request 
for  more  ? 

Dr.  Cooper.  I  cannot  speak  for  the  Secretary  in  that  regard,  Sena- 
tor, but  the  General  Counsel's  office,  although  we  have  pressed  them 
on  several  pieces  of  other  legislation  that  require  regulations  for 
implementation,  will  recognize  our  priority  for  this  particular  pro- 
gram. 

Senator  Kennedy.  Well,  they  will  have  my  support  for  it,  if  they 
make  that  request. 

Dr.  Cooper.  Now,  the  Department  has  published  a  great  number 
of  the  regulations  that  were  needed,  including  those  that  service  medic- 
aid. 

I  recopnize  the  situation  here  in  which  the  rate  of  intention  for  the 
qualifications  process  has  been  stepped  up.  We  have  allocated  addi- 
tional positions;  but  in  conformance  with  the  civil  service  require- 
ments, the  selection  of  the  candidates  for  filing  those  positions  has  not 
been  completed. 

In  the  interim,  I  have  asked  the  staff  ar>d  mv  executive  officers  to 
make  available  within  the  ceilings  available  to  the  Public  Health 
Service  at  this  time  to  put  any  necessary  people  on  detail,  to  expedite 
the  review  process  and  make  it  as  current  as  possible. 
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I  think  I  should  make  clear  that  if  an  application  is  absolutely  first 
class  and  complete,  that  process  takes  about  2  weeks,  and  it  has  been 
accomplished  in  that  time  frame.  On  the  other  hand,  the  average 
experience  is  that  the  iterative  process,  if  we  had  adequate  staff  as- 
signed to  it,  requires  about  60  man-days. 

The  average  is  running,  currently,  about  84  man-days,  reflecting  the 
deficiences  of  the  applications  themselves. 

In  order  to  address  that  administratively,  we  will  fill  the  positions. 
I  will  give  priority  to  allocation  of  other  positions  to  the  program 
permanently,  as  we  get  caught  up.  In  the  meantime,  I  have  asked  Dr. 
Van  Hoek,  the  Acting  Administrtor  of  HSA  and  my  executive  officer 
to  seek  whatever  additional  people  are  necessary  on  detail  to  catch  up 
the  backlog  so  that  we  do  not  impede  this  progress. 

I  do  recognize  that  in  certain  States,  for  example,  the  concomitant 
review  and  fairness  of  dealing  with  this  qualification  process  is  essen- 
tial to  the  competitive  position  of  various  programs  for  dealing  with 
the  working  public  and  I  think  we  shall  do  that. 

With  respect  to  the  applications  process,  which  is  a  separate  ques- 
tion, I  would  like  to  comment  on  some  of  the  discussion  that  has 
already  been  had  with  the  GAO  and  I  think  we  have  to  distinguish 
what  our  intention  is  under  the  budgetary  constraints  with  respect  to 
stopping  ongoing  programs  that  are  successful.  We  have  no  intention 
of  terminating  support  for  programs  that  are  serving  people. 

The  analysis  on  option  1  and  so  on  that  was  described  had  to  do 
with  feasibility  studies  and  planning  grants  in  that  given  stage.  I 
would  make  the  commitment  to  you  now  that  in  that  process,  if  there 
are  meritorious  projects  ongoing  and  if  the  funds  allocated  either 
by  the  Congress  through  the  appropriation  or  our  own  request  are 
insufficient,  I  would  seek  personally  for  a  way  by  either  reprogram- 
ing  within  that  authority  or  transfer  within  other  authorities  still 
within  the  limit  of  the  President's  request,  to  find  those  funds  neces- 
sary to  keep  those  projects  viable  and,  in  addition,  to  fund  additional 
new  projects. 

Now,  the  reason  I  say  that — and  I  am  confident  that  that  is  possi- 
ble— is  because  last  year,  as  you  know,  I  reprogramed  $11.4  million  out 
of  that  account  because  we  did  not  have  enough  suitable  applications. 
And  I  will  deal  with  that  directly  if  the  situation  warrants. 

Now,  that  was  not  in  option  1.  GAO  had  no  opportunity  to  review 
my  evaluation  to  that  in  the  recent  budget  review  process.  First,  I  want 
to  make  clear  that  we  have  no  intention  of  stopping  ongoing  service 
programs  to  people — and  in  a  sense,  that  might  have  been  implied 
in  that  discussion.  And  second,  I  am  not  interested  in  stopping  meri- 
torious projects  of  any  kind  if  they  are  in  the  national  interest  and 
service  the  people,  and  would  put  it  at  priority  to  accomplish  that  re- 
financing provision. 

Senator  Kennedy.  Well,  let  me  tell  you,  these  comments,  I  think, 
are  enormously  encouraging.  They  are  to  me  and  I  think  they  should 
be  to  all  of  us. 

What  does  that  mean  then,  Mr.  Secretary  ?  Does  that  mean  that  if 
programs  are  meritorious  and  are  providing  important  needs  that 
they  will  not  be  terminated  or  eliminated  if  the  moneys  that  are  neces- 
sary for  their  continuation  are  Federal  funds? 

Dr.  Cooper.  Yes.  The  Federal  portion  of  it ;  yes,  sir. 
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And  I  think  that  you  have  to  keep  in  mind  also  that  we  have  not 
yet  received  our  1976  appropriation. 
Senator  Kennedy.  That  is  right. 

Dr.  Cooper.  And  the  reflection  of  the  concern  about  what  this  pro- 
gram promises  is  also  reflected  in  the  Appropriations  Committee's  ac- 
tions thus  far.  You  will  note  that  in  both  the  House  action  and  in  the 
Senate  action  they  did  not  add  on  to  the  administration's  request 
either. 

But,  if  this  is  necessary,  in  my  opinion,  for  me  to  consider  going  back 
to  the  committees  and  to  this  committee.  I  would  certainly  do  that 
under  those  conditions. 

Senator  Kennedy.  I  went  down  to  the  Appropriations  Committee 
myself  and  asked  for  additional  funds,  but  it  is  tough  to  argue  against 
the  fact  that  they  had  not  spent  the  moneys  that  were  left  from  last 
year. 

Dr.  Cooper.  That  is  correct.  And  I  recognize  that. 

Senator  Kexxedy.  So,  many  of  us  who  were  strongly  committed 
toward  trying  to  see  the  implementation  are  battling  against  that 
particular  fact. 

Dr.  Cooper.  And  I  certainly  would  consider,  as  I  said,  we  did  re- 
program  funds  out  because  they  were  not  utilized  last  time.  I  would  be 
just  as  receptive,  particularly  to  save  on-going  meritorious  projects,  to 
reprogram  back  in. 

Senator  Kexxedy.  Well,  that  is  helpful.  I  must  say  when  we  were 
facing  the  cutbacks  of  the  possible  termination  of  programs  in  neigh- 
borhood health  centers  and  some  of  the  community  mental  health 
centers,  too.  they  did  some  reprograming  to  maintain  existing  pro- 
grams. I  think  that  is  an  absolutely  essential  aspect  of  the  item. 

Dr.  Cooper.  Even  within  our  total  PHS  appropriation  I  would  also 
be  willing  to  recommend  that  which  is  warranted — transfers  and  the 
reprograming  being  within  an  authorization,  but  even  transfers  be- 
tween different  authorizations  even  within  the  same  appropriation 
level. 

Senator  Kexxedy.  Well,  let  me  ask  you  this.  Doctor,  if  we  went 
through  these  changes,  which  would  make  it  more  easy  for  additional 
applications  to  come  on  in,  given  the  backlog  you  are  even  facing  now 
on  it.  how  will  you — from  an  administrative  point  of  view — consider 
those? 

Dr.  Cooper.  You  mean  the  backlog  developing  on  the  qualifications 
process? 

Senator  Kexxedy.  It  will  be.  perhaps,  more  attractive  and  interest- 
ing to  a  lot  more  groups.  And.  I  would  think  there  would  be  many 
more  looking  after  still  a  relatively  small  pot  of  resources.  And,  I 
would  think  that  if  you  have  got  the  administrative  problem  at  the 
present  time,  you'd  be  inundated  with  additional  applications. 

Dr.  Cooper.  Well,  I  think  there  are  two  different  problems  here. 
Some  of  those  are  not  seeking  the  kind  of  grant  funds  for  feasibility 
planning  in  that  sort  of  operation.  And.  in  that  sense,  the  backlog 
that  we  have  to  be  concerned  about  in  the  qualifications  process  is  to 
be  sure  that  the  communities  can  react  to  the  opportunity  to  offer  the 
programs  to  their  citizens  or  to  the  employees  of  a  given  institution. 

I  do  not  think  that  would  be  an  administrative  barrier.  What  I 
want  to  eliminate  from  our  administrative  standpoint  is  the  likeli- 
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hood  that  we  have  to  tell  people  that  it  might  take  up  to  4  months  be- 
fore we  can  get  to  them. 

In  discussing  this  with  the  staff,  as  I  indicated,  I  am  reluctant  to 
make  it  a  policy  to  discourage  people  from  coming  in  if  we  can  deal 
with  it.  And  the  way  I  expect  to  deal  with  it  is  to  put  more  people  on 
the  job — seek  out  through  appropriate  mechanisms,  within  the  civil 
service  guidelines,  permanent  personnel — but  expedite  as  much  as  I 
can  the  recruitment  as  well  as  the  detail  of  people  to  get  this  job  done. 

Senator  Schweiker.  On  the  personnel  level,  Mr.  Secretary,  OMB 
always  play  a  tremendous  role :  I  found  in  our  Health  Appropriations 
Subcommittee  that  OMB  impounds  jobs,  and  subverts  what  we  try  to 
do  with  authorizing  legislation. 

While  I  don't  expect  you  to  comment  on  that,  I  would  ask  you  if 
it  would  be  helpful  for  our  legislation  to  specify  types  and  number  of 
personnel  so  that  you  are  sure  that  you  have  it  regardless  of  what  the 
OMB  ceiling  is  ? 

Dr.  Cooper.  No,  sir.  I  honestly  do  not  think  that  would  be  helpful. 
I  think  what  I  need  to  have  is  the  flexibility  to  utilize  the  resources  I 
have  in  the  way  that  I  can  expedite  the  action  of  programs. 

Senator  Schweiker.  Well,  will  OMB  give  you  that  flexibility  ? 

Dr.  Cooper.  Well,  I  think  that  

Senator  Schweiker.  Judged  on  past  performance,  you  are  a  little 
more  optimistic  than  I  am  about  it. 

Dr.  Cooper.  Let  me  say,  for  example,  in  reading  the  Senate  report  on 
appropriations,  where  we  are  directed  to  reduce  the  office  of  the  Assist- 
ant Secretary  overhead  by  $2.3  million,  I  am  preparing  now  to  reduce 
the  office  of  the  Assistant  Secretary  staff  150  positions. 

That  kind  of  instruction  is  not  terribly  helpful  in  trying  to  imple- 
ment some  of  the  programs  that  you  are  insisting  on  the  one  hand  that 
in  my  office  I  retain  surveillance  of.  Nevertheless,  a  blanket  instruction 
like  that  is  much  more  helpful  than  a  line-by-line  indication  because, 
in  good  faith,  I  think  there  are  methods  that  I  am  willing  to  employ 
to  redistribute  resources  to  meet  priority  needs  if  the  administration 
and  the  Congress  decide  this  is  what  the  "health  share  of  the  pie  should 
be. 

As  a  manager  and  from  the  management  standpoint,  I  would  urge, 
not  only  OMB  but  the  Congress,  not  to  write  in  line  by  line  things  that 
reduce  my  flexibility  to  respond  to  the  kind  of  backlog  crises  and  things 
that  we  are  talking  about  at  this  time. 

Senator  Kennedy.  Doctor,  how  are  you  going  to  be  able  to  really 
determine  the  quality  of  HMO's  in  these  employer  packages  ? 

Dr.  Cooper.  Well,  there  are  two  processes.  And  what  I  interpreted 
about  what  the  intent  was  in  the  original  law  of  asking  that  in  the  office 
of  the  Assistant  Secretary  there  be  kept  a  capability  for  insuring  the 
quality  here,  is  that,  the  certifying  process  ought  to  be  separate  from 
the  operations  of  the  enthusiasts  who  are  trying  to  build  these  pro- 
grams in  order  to  avoid  a  conflict  of  interest.  And  I  endorse  that 
separation. 

Operationally,  from  the  standpoint  of  what  I  just  mentioned  to 
Senator  Schweiker  about  how  you  actually  can  do  resource  allocation 
within  a  given  situation,  I  intend  to  try  to  supervise  that  in  two  ways : 
first,  to  distinguish  the  certifying  office  within  the  Office  of  the  Admin- 
istrator, which  is  my  direct  liaison  with  that ;  and  second,  within  my 
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office  I  have  recently  received  approval  from  the  Secretary  to  have  all 
the  quality  assurance  supervision  under  a  Deputy  Assistant  Secretary. 

And,  within  that  structure,  I  intend  to  have  the  supervision  but  not 
the  operation  for  the  quality  assurance  activities  called  PSRO,  long- 
term  care,  and  HMO  operations.  I  am  currently  recruiting  to  get  that 
position  filled  and  to  complete  restructuring  the  setup  as  the  appro- 
priate staff  office. 

We  have  already,  in  the  absence  of  that,  taken  directly  the  responsi- 
bility of  supervising  Dr.  Van  Hoek  and  Dr.  Seubold. 

And,  if  you  would  like,  I  would  give  you  a  package  of  exchanges 
that  we  have  had  that  dealt  with  specific  issues  of  subcontracting  and 
its  quality,  interest  rates,  loan  rates,  and  so  on  that  we  have  directly 
involved  ourselves  in  as  I  interpreted  was  the  original  intent  of  the 
original  congressional  insurance  of  quality  from  my  office. 

Senator  Kennedy.  Well,  could  you  make  that  available  to  us  ? 

Dr.  Cooper.  Yes.  We  will  make  it  available. 

[The  material  requested  follows :] 
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Acting  Administrator/HSA/PHS 


Director 

Office  of  Administrative  Management 

Interest  Rates  for  Health  Maintenance  Organization  Loans  and  Loan 
Guarantees 


This  office  concurs  in  the  policy  outlined  in  your  memorandum  of 
November  11  for  establishing  the  basis  for  interest  rates  on  both  , 
direct  loans  and  loan  guarantees  under  the  Health  Maintenance 
Organisation  Program. 

To  assist  in  implementation  of  the  approved  policy,  this  office  will 
provide  the  rates  on  outstanding  marketable  obligations  of  the  United 
States  for  20-year  maturities  to  the  Loan  Accounting  and  Fund  Section, 
Fiscal  Branch/HSA  on  a  recurring  basis.    That  office  should  provide 
the  appropriate  interest  rate  for  each  direct  loan  or  loan  guarantee 
to  the  program  office  on  the  date  of  each  loan  commitment.    Such  rates 
shall  be  available  to  the  applicant  for  a  period  of  90  days,  only, 
in  accordance  with  the  terms  of  the  agreement.    Should  it  become 
necessary  to  extend  the  agreement  beyond  90  days,  the  Interest  rate 
must  be  recalculated,  based  on  the  prevailing  rate  on  the  date  of 
such  extension. 


cc : 

Mr.  Dave  Benpr,  Pkln-  Rm.  4A-53 
Mr.  Bill  Stanley,  Pkln.  Rm.  16-05 
^Mr.  Robert  Schaeffer,  Pkln.  Rm.  6A-37 
Dr.  Frank  Seubold,  Pkln.  Rm. • 7-39 


tJohn  C.  Droke 
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DEPARTMENT  OF  HEALTH.  EDUCATION.  AND  WELFARE 


Director 

Office  of  Administrative  Xanageizent 


NOV  11  1975 


Actin*  Administrator 


Interest  uates  for  Health  Maintenance  Organisation  Loans  sad 
Loan  Guarantees 


To  respond  definitively  to  your  memorandum  of  November  4,  I  wish  to 
reflect  the  results  of  disease icu  amens  2!y  staff,  tha  Loan  Policy 
Officer  of  your  office,  and  the  Office  of  General  Counsel. 

The  following  formal  policy  is  proposed  in  setting  interest  rates 
for  both  loan  guarantees  and  direct  leans: 


2. 


The  Secretary  vill  guarantee  an  interest  rate  which  does  not 
exceed  one  percent  (1%)  riove  the  pri^e  coraiercial  interest  rate 
at  the  tina  of  loan  guarantee  cemmitaeut.     Provided,  however, 
that  tho  interest  rate  for  auy  loan  cuarsnteed  by  the  Secretary 
to  a  u on-Federal  lender  shall  not  exceed  one  percent  greater 
than  the  interest  rate  for  marketable  obligations  of  tha  U.S. 
Treasury  for  20  year  maturities. 

Such  price  rate  will  be  determined  by  reviewing  the  rates  of 
Chase  Manhattan,  First  National  City  Bank  of  Eew  York,  and  the 
Bank  of  America.    If  any  two  rates  are  the  same,  such  rate  saall 
govern.    If  ail  three  are  different,  the  average  rate,  to  the 
nearest  one -tenth  of  one  percent,  will  be  governing.    This  will 
allow  the  ratr  to  reflect  national  conr\srcial  rates,  both  New  York 
and  '»est  Coast. 


The  interest  rate  for  direct  loana  shall  be  the  same 
guaranteed  to  non-Federal  lenders. 


as  for  loans 


We  have  already  issued  loan  agreements  to  three  projects  for  which 
closings  have  not  yet  occurred.    These  agreements  state  that  the 
interest  rate  will  be  established  at  time  of  endorsement.    In  order 
to  permit  time  for  preparation  of  loan  closing  documents,  it  is  rec- 
©roended  that  the  interest  rate  be  established,  in  accordance  with 
the  above  policy,  three  working  days  before  each  endorsement. 
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Director,  Office  of  Administrative  Management  2 

I  would  appreciate  your  early  concurrence  In  view  of  tbe  loan  closings 
scheduled  on  November  13  and  18. 


BCHS : DOD : RLSchaef f er : j  sc  11/11/75 

cc:     ES/E;  HSA/ES;  SCHS/OD;  DOD/O.F. ;  DOD/R.F. 

Edward  D.  Martin,  M.D. 

Frank  H.  Seubold,  Ph.D. 

Dave  Benor,  OBC 

Loren  Spiva,  Loan  Policy  Officer,  H 
William  Stanley 
Robert  L.  Schaeffer 
Donald  M.  Perkins 
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MEMORANDUM  department  of  health,  education,  and  welfare 

Public  Health  Service 


KOV  4  1375 

Acting  Administrator/HSA/PHS  DATE: 


FROM    :  Director 

Office  of  Administrative  Management 

SUBJECT:    Interest  Rates  for  Health  Maintenance  Organization  Loans  and  Loan 
Guarantees 

Subsection  1308(b)(2)(D)  of  the  Health  Maintenance  Organization  Act 
states  that  direct  loans  made  to  Health  Maintenance  Organizations 
(HMOs)  shall. .. ."bear  interest  at  a  rate  comparable  to  the  current 
rate  of  interest  prevailing,  on  the  date  the  loan  is  made,  with 
respect  to  loans  guaranteed  under  this  title."    During  the  early- 
stages  of  implementation  of  this  program,  it  was  recognized  that 
It  would  be  necessary  to  approve  direct  loans  prior  to  the  approval 
of  loan  guarantees  and  that  a  problem  would  be  encountered  in 
compliance  with  this  section  of  the  Act.     Therefore,  it  was  determined 
that  a  rate  of  interest  would  be  charged  for  direct  loans,  based  on 
Treasury  obligations  with  similar  maturities,  plus  administrative 
fees  charged  by  the  Federal  Financing  Bank  (FFB) .     It  was  recognized 
that  this  procedure  would  entail  limiting  the  interest  rate  on  loan 
guarantees  to  a  rate  which  would  be  comparable  to  the  direct  loans. 

Strict  compliance  with  the  requirements  of  the  portion  of  the  Act 
cited  above  will  impose  a  hardship  on  either  those  applicants 
applying  for  loan  guarantees  or  those  applying  for  direct  loans.  In 
recognition  of  this,  the  Committee  on  Interstate  and  Foreign  Commerce 
proposed  to  amend  the  Act  to  permit  the  Secretary  to  establish 
separate  interest  rates  for  direct  loans  and  loan  guarantees,  as 
Indicated  in  H.R.  9019.     However,  in  expressing  the  Department's 
views  on  H.R.  9019,  the  Secretary,  by  letter  of  September  10,  indicated 
that  he  could  not  support  this  amendment  and  stated  that  the  interest 
rate  on  direct  loans  to  HMOs  should  continue  to  be  set,  as  in  present 
law,  at  the  rate  at  which  HMOs  obtain  guaranteed  loans  in  the  market 
place. 

In  view  of  the  above,  we  have  no  choice  but  to  withdraw  the  interest 
rate  of  8  5/8  percent  provided  to  you  on  October  1  and  intended  for 
your  use  until  new  rates  are  received  from  the  Treasury  in  November. 
Pending  resolution  of  this  interest  rate  issue  by  the  Congress,  Treasury 
rates  will  not  be  provided  for  your  use  by  this  office  and  it  is  suggested 
that  interim  procedures  be  established  for  determining  appropriate 
interest  rates  for  HMOs  which  are  in  compliance  with  the  Act  and  the  views 
expressed  by  the  Secretary.     Since  there  have  been  no  loans  guaranteed 
under  this  title,  you  may  wish  to  consider  utilizing  the  experience  gained 
with  regard  to  guaranteed  loans  in  other  PHS  programs,  such  as  the 
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Acting  Administrator/HSA/PHS 


2 


Hill-Burton  Loan  program,  with  appropriate  consideration  for 
variations  in  maturities. 

We  are  very  much  aware  of  the  problems  which  may  be  encountered  in 
your  efforts  to  comply  with  the  current  requirements  of  the  Act. 
However,  a  basis  for  determining  interest  rates  must  be  established 
in  compliance  with  the  Act  and  be  applied  uniformly  on  all  future 
direct  loans.    Such  basis  should  be  approved  by  both  this  office  and  the 
office  of  the  Assistant  General  Counsel  for  Public  Health.    We  will  be 
pleased  to  work  with  members  of  your  staff  in  developing  an  appropriate 
basis  if  you  so  desire. 


7-     '  *  *  John  CVDroke 


fobert  Schaeffer 
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MEMORANDUM 


DEPARTMENT  OF  HEALTH,  EDUCATION,  AND  WELFARE 
PUBLIC  HEALTH  SERVICE 
HEALTH  SERV  ICES  ADMINISTRATION 
OFFICE  OF  THE  ADMINISTRATOR 


TO 


Acting  Director 

Bureau  of  Community  Health  Services 


DATE:   OCT  3  1  1975 


FROM 


Acting  Associate  Administrator  for  Management 


SUBJECT: 


Management  of  Loan  Programs 


Transmitted  herewith  for  your  information  and  guidance  is  a  copy 
of  a  memorandum  from  the  Director,  Office  of  Administrative 
Management,  PHS ,  in  reference  to  the  management  of  activity  in  the 
Health  Maintenance  Organization  (HMO)  loan  and  loan  guarantee 
program. 

As  noted  in  the  last  paragraph  of  the  enclosed  memorandum,  personnel 
of  the  Loan  Accounting  and  Fund  Section  should  participate  in 
discussions  and  meetings  as  may  be  required  for  the  purposes  as 
stated. 


;n,  Jr. 


Enclosure 
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MEMORANDUM  DEPARTMENT  of  health,  EDUCATION,  AND  WELFa 


Mm 


to        :  Acting  Administrator^'  ,c|W  DATE:  Q  Q  j  £ 

Health  Services  Administrdtion/PHS  '  101 0 


FROM    :  Director 

Office  of  Administrative  Ilanagement 

SUBJECT:  ;Lan3gement  of  Loan  Programs 


At  the  August  15  Policy  Board  meeting,  both  you  and  Dr.  Endicott  commented 
on  the  current  method  of  managing  the  various  loan  programs  in  PHS .     As  a 
result,  I  v/as  requested  to  review  the  situation  and,  by  memorandum  of 
September  10  (Tab  A)  presented  several  recommendations  to  the  Assistant 
Secretary  for  Health.    As  you  will  note,  he  has  concurred  in  these  recom- 
mendations. 

While  it  has  been  determined  that  the  loan  and  loan  guarantee  functions 
should  not  be  separated  from  the  basic  program  responsibilities,  it  is 
vital  that  qualified  personnel  be  recruited  and  trained  to  properly  manage 
the  loan  programs.     Further,  detailed  operating  procedures  and  guidelines 
must  be  developed  to  assure  that  loans  and  loan  guarantees  will  be  managed 
in  a  uniform  and  consistent  manner. 

It  is  apparent  that  most  of  the  activity  in  the  Health  Maintenance 
Organization  (HiiO)  loan  and  loan  guarantee  program  will  be  in  the  nature 
of  direct  loans.    Therefore,  it  is  particularly  important  that  all  loan 
instruments  comply  with  the  uniform  provisions  necessary  to  permit  batching 
and  resale  of  such  loans  to  the  Federal  Financing  Bank  (FF3) .  Having 
recognized  the  necessity  for  such  uniformity,  this  office  provided  proto- 
type documents  to  be  utilized  in  the  closing  of  HliO  loans  and  such 
documents  were  reviewed  and  approved  by  the  Office  of  the  Assistant  General 
Counsel  for  Public  ILeaith.     Under  no  circumstances  should  these  prototype 
documents  be  revised  without  the  express  written  approval  of  this  office 
and  the  Office  of  the  Assistant  General  Counsel  for  Public  Health.  Further, 
program  personnel  should  be  instructed  that  comraitments ,  either  verbal  or 
written,  shall  not  be  made  to  potential  loan  recipients  which  are  contra- 
dictory to  the  provisions  contained  in  these  instruments  or  which  are 
contrary  to  the  financial  interest  of  the  United  States,  the  appropriate 
statute,  regulations  and  policies  promulgated  and  approved  for  this 
program. 


138 


Acting  Administrator 

Health  Services  Administration/PHS 


This  office  has  agreed  to  provide  marketing  services  for  the  HHO  loan 
program.    However,  we  do  not  have  the  staff  necessary  to  either  review 
all  loan  closing  instruments  or  to  assist  in  the  actual  loan  closing 
process.    Therefore,  we  are  dependent  upon  the  review  of  all  such  docu- 
ments by  appropriate  personnel  in  your  Loan  Accounting  and  Fund  Section, 
Fiscal  Branch, to  assure  compliance  with  the  uniform  provisions  necessary 
to  facilitate  batching  and  marketing  of  1C-I0  loans.     In  order  for  that 
office  to  carry  out  its  responsibilities,  it  is  imperative  that  members 
of  that  staff  participate  in  discussions  and  meetings  with  program 
personnel  which  have  a  potential  impact  upon  the  financial  interest  of 
the  United  States  or  cur  relationship  with  the  FFB. 


/y 

.  3ke 

Enclosure 

Tab  A  -  Management  of  Loan  Programs  -  INFORMATION 
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"N  H?  VrOT2  A  NT^T  TA/f  DEPARTMENT  of  health,  education,  and  v/eli 


The  Assistant  Secretary  for  Health  DATE:  i  0  875 

Through:     ES/PHS    .  - 


r*OH    :  Director 

Office  of  Administrative  Management 

IL'JJtCT:     Management  of  Loan  Programs  -  INFORMATION 
PURPOSE 

At  the  August  15  Policy  Board  meeting,  Dr.  Endicott  and  Dr.  van  Hock 
cor^mcntcd  on  the  current  method  of  managing  the  Health  Services 
Administration  (HSA)  and  the  Health  Resources  Administration  (HRA) 
loan  programs.        A  suggestion  was  made  that  we  should  consider  a 
different  organizational  location  for  these  programs,  and  I  was  requested 
to  6tudy  the  situation. 


BACKGROUND 

1.    The  Public  Health  Service  (PHS)  loan  programs  are  the  Medical 
Facilities  loan  and  loan  guarantee  program  in  HRA  and  the  Health  Main- 
tenance Organizations  (HMOs)  loan  and  loan  guarantee  program  in  HSA. 
The  current  and  proposed  available  authorizations  for  these  programs 
through  this  year  amount  to  a  minimum  of  $2.7  billion.     In  addition, 
HRA  has  responsibility  for  administering  teaching  facilities  con- 
struction and  student  loan  programs.     The  total  projected  volume  of 
teaching  facilities  construction  loan  guarantees  is  quite  small  and 
the  student  loan  programs  are  generally  different  in  nature  since  the 
actual  loans  are  made  by  universities  from  loan  funds  awarded  to  them 
by  HRA. 


2.     Loans  and  loan  guarantees  are  considered  another  type  of  financial 
assistance  similar  to  grants  and  contracts.     While  the  awarding  of  loans 
is  not  in  itself  a  program  activity,  the  primary  responsibility  for  the 
loan  activity  should  be  vested  in  the  agency  organizational  unit  that 
carries  out  the  program  responsibilities.     We  are  concerned  that  several 
cases  of  improper  administration  within  the  loan  programs  have  occurred 
because  program  officials  have  made  commitments  to  recipient  organizations 
which  cannot  legally  be  honored  or  are  contrary  to  the  best  interests  of  th 
government. 


TRACE  R2cz37 


65-640  O  -  76  -  10 
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3.  Proper  administration  of  loan  programs  in  PUS  requires  the  same 
combination  of  program  and  loan  management  personnel  with  appropriate 
expertise  at  each  level  of  management — program,  agency,  and  Office  of 
the  Assistant  Secretary  for  Health  (OASH) — that  we  have  developed 
over  the  years  in  the  grant  programs.     In  June  1974,  we  established 

a  loan  policy  officer  on  my  staff.     A  separate  loan  accounting  unit 
to  serve  the  KRA  and  HSA  activities  was  also  established  in  the 
Parklawn  accounting  office. 

We  have  discussed  the  need  for  more  qualified  agency  staff  with  the 
executive  officers  of  KSA  and  KRA  and,  to  date,  it  appears  that 
little  action  has  been  taken  to  employ  personnel  at  headquarters  having 
specialized  experience  in  the  loan  area.    As  a  result,  the  OASH  loan 
officer    has  become  involved  in  many  operational  problems  which  should 
normally  be  processed  by  personnel  at  the  program  level.  'In  my 
Kay  16  memorandum  to  Dr.  Endicott,  it  was  indicated  that  out  of  the 
positions  made  available  for  implementing  the  new  National  Health 
Planning  and  Resources  Development  Act,  positions  should  be  provided 
to  implement  and  administer  the  loan  and  loan  guarantee  portion 
(Title  XVI)  of  the  act. 

4.  Earlier  this  year  (May  9),  a  PKS  Task  Force  was  formed  with 
participation  of  HSA  and  liRA  to  develop  improved  loan  monitoring 
procedures.    The  monitoring  of  these  loans  involves  both  headquarters 
and  regional  office  personnel,  and  this  aspect  of  the  loan  function  is 
assuming  much  greater  importance  since  we  have  229  loans  outstanding  and 
an  additional  68  committed  representing  over  $1.1  billion  in  loans. 
When  the  task  force  began  its  work  on  June  5,  HSA  and  HRA  Indicated 
that  they  would  prefer  to  develop  their  own  manuals  and  have  them  re- 
viewed at  the  OASH  level  rather  than  to  work  as  a  group  to  develop  a 
single  manual.    We  agreed  to  their  suggestions  and  are  now  awaiting 

the  development  of  these  monitoring  procedural  manuals  by  the  agencies. 

RECO.  EMENDATIONS 

In  summary,  I  believe  we  should  encourage  HRA  and  HSA  to  accept  the 
following  principles. 

1.  The  loan  and  loan  guarantee  functions  should  not  be  separated 
from  the  other  basic  program  responsibilities  of  the  HMO  and 
Medical  Facilities  programs. 

2,  The  use  of  loans  and  loan  guarantees  is  another  ccchanisa  of 
financial  support  and  as  such  conceptually  should  not  organiza- 
tionally be  treated  signif icancly  different  from  the  way  we  have 
organized  grant  and  contract  responsibilities  at  the  various 
program  and  staff  levels  in  the  Public  Health  Service. 
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3.     The  most  pressing  need  at  this  time  is  to  recruit  and  train 
qualified  personnel  at  the  program  level  to  provide  the  full 
range  of  expertise  needed  to  manage  loan  and  loan  guarantee 
programs. 

A.  Work  must  continue  and  be  accelerated  on  the  development  of 
complete  procedures  for  awarding  loans  and  loan  guarantees,  and 
for  monitoring  those  that  have  been  made. 

5.     Program  personnel  must  become  more  cognizant  of  the  need  to 
refrain  from,  making  advance  commitments  to  potential  loan  recipi- 
ents which  cannot,  in  fact,  be  legally  carried  out  or  are. contrary 
to  the  best  interests  of  the  U.S.  Government,  and  that  appropriate 
checks  and  balances  be  established  between  loan' management  and 
program  personnel. 

If  you  agree  with  the  above  recommendations,  I  will  develop  a  memorandum 
to  HRA  and  HSA  which  will  again  indicate,  our  concerns,  and  request  that 
they  implement  these  recommendations.     At  this  time,  it  does  not  appear 
that  a  study  is  necessary. 


EXECUTIVE  OFFICER: 
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•  DEPARTMENT  OF  HEALTH,  EDUCATION,  AND  W ELF. 
Public  Health  Service 


TO 


Acting  Administrator 

Health  Services  Administration/PHS 


date:  MAY  1  9  1975 


FROM    :  Director 

Office  of  Administrative  Management 

SUBJECT:     Monitoring  Hill-Burton,  FHA  242  and  Health  Maintenance  Organization 
Loans  and  Loan  Guarantees 


By  memorandum  of  April  21  (TAB  A) ,  the  Regional  Health  Administrator, 
Region  X,  recommended  that  this  office  take  the  necessary  actions  to 
produce  policies  and  procedures  on  loan  management  and  listed  several 
loan  management  activities  common  to  the  subject  programs.     In  response, 
my  memorandum  of  May  9  (TAB  B)  proposed  that  a  task  force  be  estab- 
lished to  identify  those  areas  of  loan  management  which  require  input 
from  the  program  offices  and  those  in  which  a  common  approach  may  be 
established . 

The  task  force  should  consist  of  representatives  from  the  Office  of 
Regional  Operations,  the  Office  of  the  Assistant  General  Counsel/PHS, 
Health  Resources  Administration,  Health  Services  Administration  and  my 
office.     Under  the  joint  leadership  of  this  office  and  the  Office  of 
Regional  Operations,  it  is  proposed  that  the  task  force  identify  the 
specific  activities  and  responsibilities  involved  and  prepare  an  outline 
for  the  development  of  appropriate  policies  and  procedures.  Following 
approval  of  the  outline,  a  policy  and  procedures  manual  will  be 
developed. 

Due  to  the  urgency  of  this  matter,  I  would  appreciate  receipt  of  the 
name  of  the  individual  designated  to  represent  your  office  on  this 
task  force  no  later  than  Mav  23.    My  office  will  contact  the  designated 
representatives  and  arrange  for  the  necessary  meetings. 


John  C.  Droke 


2  Enclosures 


143 


UNITED  STATES  GOVERNMENT 

Memorandum 

to       :  Director,  Office  of  Administrative  date:  APR  21  1975 

Management 

prom    :  Regional  Health  Administrator,  Region  X 

subject:  Monitoring  (Management)  of  Title  VI,  FHA  242  and  HMO  Loans 


As  the  direct  lender  or  guarantor  of  loans  under  Title  VI  of  the  Public 
Health  Service  Act  and  the  HMO  Act,  the  Department  is  exposed  to  possible 
financial  loss  if  loan  recipients  fail  to  make  loan  payments  or  if  they 
fail  to  observe  covenants  designed  to  protect  the  financial  interests  of 
the  lender/guarantor.    In  addition,  DHEW  may  have  some  responsibility  to 
HUD  for  the  monitoring  of  FHA  242  loans,  but  no  such  responsibility  is 
defined  in  DHEW  issuances. 

Upon  completion  of  a  loan  closing,  activities  which  I  refer  to  as  loan 
management  should  begin.    These  activities,  which  are  more  or  less  common 
to  the  subject  programs,  consist  of: 

1.  Receipt  from  loan  recipients  of  periodic  financial  statements  and, 
where  applicable,  periodic  data  on  insurance  maintained  by  the  loan 
recipient; 

2.  Procurement  of  supplemental  financial  and  other  data  from  loan  recipi- 
ents on  an  as-needed  basis; 

3.  Review  of  data  received  to  determine  whether  or  not  revenues  and 
other  sources  of  funds  for  loan  repayment  are  sufficient  for  this 
purpose; 

4.  Review  of  data  received  to  determine  whether  or  not  the  loan  recipi- 
ent is  adhering  to  the  terms  and  conditions  to  which  it  has  agreed;. 

5.  Reporting  review  results  to  appropriate  HEW  and  HUD  offices  and,  pos- 
sibly, to  holders  of  Title- VI  and"  FHA"  242  Tbans"; 

6.  Consultation  with  loan  recipients  and  holders  of  loans  to  identify  and 
correct  instances  of  insufficient  revenues  and  of  failure  to  adhere  to 
loan  terms  and  conditions;  and 

7.  Employment  of  sanctions  available  to  HEW  and  to  HUD  to  obtain  com- 
pliance with  loan  terms  and  conditions. 

Present  HRA  and  HSA  issuances  do  not  address  the  following  issues: 

a.    What  are  the  procedures  to  be  employed  in  loan  management;  e.g., 

— —  -fvnm  loan  feciDients,  
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identification  of  instances  in  which  sanctions  are  to  be  employed, 
notification  of  HEW  and  HUD  offices? 


b. 


What  are  the  respective  responsibilities  of  the  Regional  Offices 
and  Central  Offices? 


Region  X  has  an  aggregate  of  15  Title  VI,  FHA  242  and  HMO  loans,  and  I 
assume  that  other  Regions  have  comparable  numbers  of  loans.  The  rsnagei- 
of  these  loans  properly  and  on  a  consistent  basis  among  the  Regic-.al  Off 
requires  the  development  and  issuance  by  Central  Offices  of  polices  arc 
procedures  for  loan  management.  Since  loan  management  functions  are  re. 
tively  independent  of  Program  objectives,  common  policies  and  procedures 
for  Title  VI,  FHA  242  and  HMO  loans  should  be  developed  and  should  be 
administered  by  a  single  office  within  PHS  in  the  Regions. 

Since  functions  1  through  6  require  periodic  contact  with  individual  lea 
recipients,  loan  holders  and  HUD  Regional  Offices,  I  recommend  that  thes- 
functions  be  assigned  to  the  Regional  Offices.    Because  of  the  severity 
of  employing  sanctions  to  obtain  compliance  with  loan  terms  and  c"ditic. 
I  recommend  that  this  function,  for  HEW,  be  assigned  to  or  controlled  by 
Central  Offices. 


I  recommend  that  you  take  such  actions  as  are  necessary  to  produce  HRA 
and  HSA  policies  and  procedures  on  loan  management. 

A  related  issue  is  that  of  staffing.    We  do  not  have  experience  vzan  whic 
to  base  an  estimate  of  staff  time  requirements  for  these  functicr.s.  My 
staff  estimates  that  10  prof essional ' person  days,  at  a  GS-7/9  level,  per 
loan  per  year  will  be  required.    For  Region  X  this  would  require  150  pens 
days  for  FY  1976.    I  recommend  that  thesft  requirements/ be  recognized  in 
budget  formulation  and  justification. 
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I)  ir  actor 

Office  of  Adixlnis t  r  a  ti  va  Hanagenont 

Honitoring  Hill-Burton,  YEJL  242  end  Health  Maintenance  Organisation 
Loons  f  n<^  Loan  Guarantees 

By  pamorcadua  of  April  21  (TAB  A)  ,  the  Regional  Health  Administrator^ 
Region  X  ^expressed  concern  about  tho  responsibilities  of  the  regional 
of  fleas  irtth  rogerd  to  the  eubjoet  isattcr  and  recccsaended  that  appro--"" 
priato  action  ho  taken  to  produce  policies  and  procedures  on  loan 
oacageraent.    In  addition  to  those  activities  listed  in  TA3  A,  there 
era  several  areas  in  conn  action  with  loan  administration  vbich  have 
an  impact  on  tho  regional  offices  end  vMch  should  be  included  in  the 
development  of  policies  and  procedures.    Esasples  of  eooa  of  thesa 
areas  ara  as  follows: 

1.  Follow-up  action  vith  loan  recipients  and  landers  on  lata 
payments  of  principal  and  Interest! 

2.  conversion  of  construction  financing  to  percanent  financing, 
Including  tho  eac rowing  of  final  balances; 

3.  nonltorlng  of  construction  dravdovns  and  advances | 

4.  recoEsaending  approprlata  courses  of  action  with  regard  to 
defaults,  including  crounto  to  ba  valved.  If  any,  and  arranging 
teres  and  conditions  for  rapaytsant .  of  defaulted  amount  a;  and 

5«    approval  or  disapproval  of  request*  froa  loan  recipients 
relative  to  prepaynents  on  loans,  issuances  of  additional  indebted- 
ness, disposal  of  assets,  disposition  of  Insurance  proceeds,  etc. 


PES  Regional  Haalth  Administrators 
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The  development  of  appropriate  policies  end  procedure*  will  involve 
tba  Office  of  the  Assistant  General  Counsel/FHS ,  Office  of  Regional 
Operations,  the  vtrious  prorjxta  offices  within  the  Health  Resources 
Administration  and  Health  Services  Admiaintration,  and  tsy  office.  This 
Batter  vill  bo  discussed  with  the  appropriate  offices  end  I  propose  to 
recotsaend  that  a  teak  force  be  established,  conaiatins  of  representatives 
from  each  of  those  offices,  to  identify  those  areas  vhich  taaj  require,  izrpur 
ft os.  the  prograa  offices  and  thooe  in  which  a  cocmon  approach  cay  be 
ea tab  11b had .    The  task  force  would  then  establish  a  plan  for  the  develop- 
ment of  appropriate  policies  and  procedures. 

The  requirement*  for  staffing  the  regions  to  oonitor  the  loan  programs 
vill  he  diecneBed  with  the  administrations  and  the  Office  of  Regional 
Operations.    I  vill  keep  you  apprised  of  the  results  of  the  proposed 
sweetings  and  the  actions  which  vill  be  taken  to  develcm  appropriate 
policies  and  procedures.  /j   y  A 


Enclosure 


co: 


OAK,  Pklvn.  Bldg.  Em.  17-25 
OEM,  Pklvn.  Bldg.  Em.  18-07 
DIM,  Pklvn.  Bldg.  Ra.  18-17 


Budget,  Pklvn.  Bldg.  Eat.  18-23 


WSpiva/td/5/8/73 
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Acting  Administrator 

uealth  Services  Ad:zInistration/PKS 


Director 

Office  of  Administrative  r^aua^eneat 

Health  Maintenance  Organization  Direct  Loan  and  Loan  Guarantee 
Co-saJ.ti.ents  to  Applicants  with  Unresolved  Issues 

On  April  9  this  office  issued  policy  guidance  to  the  Director,  Division 
of  Organisation  Development /dCh J AiSA  relstive  to  the  subject  matter 
(XA3  A).    As  a  result,  the  Associate  bureau  Director/:  L20/3CUS/HS  A  ha3 
requested  consideration  of  inxonaal  statements  In  lieu  of  written 
confirmation  fro&  the  appropriate  auoit  agencies  (TA3  L)  . 

The  procedure  to  be  followed  relative  to  unresolved  audit  issues  has 
been  discussed  with  the  Associate  Administrator  for  .  Iruia^eriont/uSA  and  it 
has  been  agreed  that  no  direct  loan  or  loan  guarantee  shall  bo  approved 
vhon  it  is  known  that  Federal  audit  exceptions  exist  which  cnuld  i-^act 
upon  tuc  security  for  the  loan,    r.iis  policy  is  not  ueant  to  infer  that 
such  loans  ;.ust  be  deferred  until  all  audit  questions  nave  been  totally 
resolved  and  the  final  audit  report  is  issued,    uowever,  it  doo3  -.ean 
that  a  written  statement  r.ust  be  received  from  the  appropriate  audit 
agency,  coafiruin^  t.*e  fact  that  Known  audit  exceptions  have  or  are 
beir.3  resolved  to  their  satisfaction  prior  to  the  closing  of  the  loan. 
This  procedure  is  necessary  to  protect  the  financial  interest  of  the 
United  States  and  verbal  co~-,vuuication  shall  not  be  considered  as 
acceptable  evidence  that  such  Issues  are  Uein^  resolved. 


John  C.  Droke 


2  Enclosures 


cc: 

rir.  Andrew  J.  Cardinal 
Dr.  Paul  3.  Batalden 
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M^JvIORANDUM  DEPARTMENT  of  health,  education,  and  welfare 

'  -  Public  Health  Service 


Director  DATE:     APR  9  1975 

Division  of  Organization 
Development /BCHS/HSA 


FROM  Director 

Office  of  Resource 

SUBJECT:     Health  Maintenance 
to  Applicants  with 


Management /OAM 

Organization  Direct  Loan  and 
Unresolved  Issues 


Loan  Guarantee  Commitments 


In  response  to  your  memorandum  of  April  2,  this  office  shares  your 
concern  relative  to  potential  financial  hazards  in  committing  loans 
or  loan  guarantees  to  the  subject  applicants  when  it  is  known  prior 
to  such  commitment  that  unresolved  issues  exist. 

Section  1308  of  the  Public  Health  Service  Act  requires  that  the  terms 
and  conditions  of  both  direct  loans  and  loan  guarantees  be  established 
and/or  modified  by  the  Secretary  to  the  extent  necessary  to  insure 
that  the  purposes  of  this  title  are  carried  out,  while  adequately 
protecting  the  financial  interest  of  the  United  States.     The  authority 
and  responsibility  contained  under  this  section  have  been  redelegated 
to  the  Director,  Bureau  of  Community  Health  Services.     Thus,  it  is 
clearly  the  intent  that  no  loan  or  loan  guarantee  shall  be  approved 
for  any  applicant  when  it  is  known  at  the  time  of  such  approval  that 
any  one  or  more  circumstances  exist  which  could  impact  upon  the  appli- 
cant's ability  to  repay  the  loan  or  otherwise  comply  with  any  of  the 
terms  and  conditions  contained  in  the  loan  documents.,  authorizing 
legislation,  or  appropriate  regulations.     Failure  to  give  consideration 
to  all  known  circumstances  in  approving  each  application  would  not  be 
in  conformance  with  the  Act  and  would  not  be  in  the  financial  interest 
of  the  United  States. 

With  specific  regard  to  unresolved  audit  exceptions,  no  direct  loan  or 
loan  guarantee  shall  be  approved  until  all  known  Federal  audit  exceptions 
have  been  resolved  to  the  satisfaction  of  the  Secretary  or  his  designee, 
and  evidence  to  that  effect  should  be  in  the  form  of  written  confirmation 
from  the  appropriate  audit  agency  involved.     Such  audit  exceptions  are 
normally  associated  with  the  possibility  of  misapplication  of  funds 
resulting  from  prior  Federal  assistance  or  the  inadequate  accounting  for 
such  assistance.     The  prototype  loan  closing  documents  established  for 
subject  program  contain  a  requirement  that  the  applicant  shall  be 
responsible  for  keeping  full  and  proper  books  of  record  a'nd  accounts  in 
a  manner  conforming  to  normal  accepted  accounting  principles.  The 
Secretary  or  his  designee  is  responsible  for  determining  the  existence 
of  adequate  and  proper  accounting  records  prior  to  endorsing  such  loan 
closing  documents. 
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Division  of  Organization 
Development/BCHS/HSA 

Commitments  to  direct  loan  applicants  are  conditioned  upon  the  furnishing 
of  credit  instruments  which  are  acceptable  to  the  Secretary  at/or  prior 
to  the  endorsement  of  the  loan.     Thus,  it  would  not  appear  to  be  necessary 
to  modify  the  direct  loan  commitment  to  specifically  include  conditions 
pertaining  to  audit  exceptions.     However,  guaranteed  loans  may  present 
somewhat  of  a  different  problem  in  view  of  the  incontestable  nature  of 
such  commitments.     Therefore,  it  may  be  considered  prudent  to  modify  the 
loan  guarantee  agreement  on  a  case-by-case  basis,  to  specifically  include 
known  audit  exceptions  and  thereby  condition  the  endorsement  of  the 
agreement  upon  the  satisfactory  resolution  of  such  audit  exceptions. 

In  spite  of  the  most  careful  and  detailed  analysis  and  financial  feasi- 
bility review  prior  to  the  approval  of  a  loan  or  loan  guarantee,  it  is 
possible  that  situations  may  subsequently  arise  relating  to  both  prior 
Federal  assistance  and  the  disbursement  and  use  of  the  loan  proceeds. 
Such  situations  must,  of  necessity,  be  promptly  dealt  with  as  each 
becomes  known  to  the  program  office.     However,  under  no  circumstances 
should  a  loan  or  loan  guarantee  be  endorsed  when  it  is  known  at  the  time 
of  such  endorsement  that  unresolved  problems  of  the  nature  indicated 
above  exist. 


William  E.  Muldoon 
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I'UBLIC  HEALTH  SERVICE 
HEALTH  SERVICES  ADMINISTRATION 
Bureau  of  Communily  Health  Services 


TO 


Director 

Office  of  Administrative  Management 
Attention:     Loan  Policy  Officer 


DATE:    April  2,  1975 


Office  of  Financial  Management,  H 


FROM  Director,  DOD 

SUBJECT:      HMO  Loan/Loan  Guarantee  Commitments  to  Applicants  with  Unresolved 
Federal  Audit  Exceptions 


As  you  will  recall,  there  were  several  unresolved  audit  exceptions, 
reflected  in  reports  of  the  DHEW  Audit  Agency  relative  to  Sound  Health, 
Inc.,  Tacoma,  Washington.     This  was  one  reason  that  this  Division's 
recommendation  was  not  to  make  a  loan  to  this  organization,  although 
the  overall  recommendation  reflected  major  questions  of  financial 
viability. 

Several  loan  applications  are  currently  being  processed.     Several  of 
them  have  DHEW  Audit  Agency  and  General  Accounting  Office  Audit  reports 
specifying  exceptions  of  varying  degrees  of  seriousness,  and  as  yet 
unresolved. 

It  seems  to  me  the  Department  policy  regarding  full  faith  and  credit 
guaranteed  loan/loan  guarantees  under  P.L.  93-222  should  be  unequivocal 
as  to  how  such  unresolved  audit  questions,  whether  by  an  agency  of  this 
Department  or  another  Federal  audit  agency,  are  dealt  with  at  the  time 
loan  or  loan  guarantee  commitment  is  proposed.     Exceptions  reflecting 
improper  handling  of  previous  Federal  assistance,  whether  grants,  loans 
or  contracts,  should  either  be  formally  resolved,  or  the  agency  concerned 
should  indicate  to  this  Bureau,  in  writing,  that  the  situation  reflected 
in  the  exception  is  in  an  acceptable  state  of  progress  toward  resolution 
by  the  applicant  prior  to  any  loan  or  loan  guarantee  being  endorsed. 
Either  this  should  be  a  formal  provision  in  our  commitment  documents, 
or  an  external  requirement  preceding  endorsement. 

In  summary,  I  am  recommending  that  a  policy  stance  be  explicitly  estab- 
lished regarding  HMO  loan  and  loan  guarantees  proposed  for  any  applicant 
who  has  been  audited  by  a  Federal  agency,  and  for  whom  any  exceptions 
in  the  handling  of  previously  given  Federal  assistance  have  been  raised. 
These  exceptions  should  be  resolved  to  the  satisfaction  of  the  audit 
agency,  and  the  adequacy  of  the  solution  reflected  in  writing  to  us, 
prior  to  our  recommending  any  additional  Federal  loan  or  guarantee 
assistance  provided  under  P.L.  93-222. 
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The  most  common  difficulties  in  evidence  so  far  among  HMO  applicants 
encompass  questions  of  eligible  expenditures,  adequacy  of  accounting 
systems,  proficiency  of  general  management,  conflicts  of  interest,  con- 
formance with  formal  applicant  assurances,  legal  conformance  with 
State/local  requirements  (if  condition  of  Federal  assistance) ,  etc. 

I  think  we  should  have  the  option  at  program  level  to  commit  a  loan, 
with  the  resolution  of  audit  exceptions  as  a  standing  condition  pre- 
ceding endorsement,  but  that  we  should  not  endorse  an  HMO  loan  or  loan 
guarantee  without  specific  written  confirmation  from  the  audit  agency 
involved  that  outstanding  exceptions  have  been  resolved,  or  that  an 
acceptable  state  of  progress  toward  their  resolution  has  been  attained 
by  the  applicant. 

An  early  response  would  be  appreciated.  * 
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TO         :    Director  DATE:     f-;An  1  0  1975 

Division  of  Organization  Development/BCHS/HSA/PHS 


FROM    :  Director 

Office  of  Resource  Management /OAM 

SUBJECT:   Depreciation  and  Amortization  under  HMO  Loan  Program 

In  response  to  your  memorandum  of  March  3,  this  office  is  in  agreement 
with  the  concept  that  established  procedures  outlined  in  the  Medicare 
Provider  Reimbursement  Manual  be  utilized  where  possible  to  provide  a 
basis  for  our  own  actions  on  similar  issues  under  the  subject  program. 

Guidance  is  provided  on  the  specific  issues  outlined  in  the  memorandum 
of  February  28  from  Mr.  Perkins  and  enclosed  with  your  memorandum,  as 
follows  : 

1.     Depreciation  expense  may  be  considered  an  allowable  operating 
cost  under  the  subject  program  and  the  methods  for  determining  the  cost 
of  physical  assets  and  distribution  of  depreciation  expense  outlined  in 
the  Medicare  Frovider  Reimbursement  Manual  may  be  utilized  in  their 
entirety,  with  the  exception  of  the  "Optional  Allowance  for  Depreciation 
Based  on  a  Percentage  of  Operating  Cost"  outlined  in  Section  124, 
Chapter  1,  of  such  manual.     Basically,  the  manual  provides  that:  (1) 
depreciable  assets  be  capitalized  on  the  basis  of  historical  cost; 
(2)  guidelines  published  by  the  American  Hospital  Association  or  the 
Internal  Revenue  Service  may  be  utilized  to  determine  useful  life  of 
depreciable  assets  or  other  bases  may  be  utilized  but  must  be  supported 
by  adequate  documentation,  when  such  bases  differ  materially  from  such 
guidelines;   (3)  three  basic  methods  of  prorating  depreciation  expense 
may  be  used  which  include  straight-line,  declining  balance,  and  sum-or- 
the-years '  digits,  but  once  a  method  is  established  for  a  particular 
item  or  group  of  items,  such  basis  may  not  be  changed  without  the 
prior  written  approval  of  the  Secretary,  and;   (4)  minor  equipment  may 
be  either  depreciated  or  written  off  as  operating  expense  at  the  time 
of  purchase,  provided  that  the  basis  selected  is  consistently  applied 
and  may  not  be  changed  thereafter,  without  the  prior  written  approval 
of  the  Secretary. 

While  it  is  recognized  that  either  the  declining  balance  or 
sum-of-the-years 1  digits  method  of  depreciation  may  result  in  an 
applicant's  writing  off  a  major  portion  of  the  assets'  value  during 
the  36-month  period  of  our  assistance,  both  methods  are  considered 
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acceptable  under  the  Internal  Revenue  Service  Code  and  the  Medicare 
Program  and  failure  to  permit  such  practice  on  our  part  may  necessitate 
revisions,  with  resultant  complications,  in  the  applicants'  established 
accounting  procedures.     Thus,  this  office  has  no  objection  to  permitting 
the  adoption  of  such  methods  as  an  option  under  the  subject  program. 

2.  Amortization  of  organization  costs  may  be  considered  an  allowable 
operating  cost  under  the  subject  program.     Again,  this  office  favors  the 
approach  outlined  in  the  Medicare  Provider  Reimbursement  Manual  under 
Section  2134,  Chapter  21.     In  the  formation  of  most  corporations,  the 
types  of  costs  which  may  be  capitalized  as  "organization  costs"  are 

much  broader  than  those  outlined  in  this  manual.  However,  it  should 
be  noted  that  this  manual  contemplates  the  segregation  of  such  costs 
between  organization  costs  and  start-up  or  development  costs. 

Under  the  Medicare  Provider  Reimbursement  Manual,  organization 
costs  include  only  those  costs  associated  with  establishing  the  corpora- 
tion or  organization, and  other  costs  associated  with  the  promotion  and 
organization  of  the  concern  or  the  raising  of  capital  are  excluded. 
Organization  costs  are  amortized  on  the  basis  of  60  months,  on  a  straight- 
line  basis,  beginning  on  the  date  of  incorporation  or  organization.  This 
basis  is  mandatory  and  no  deviations  are  permitted.     Such  practice  is 
recommended  and,  if  adopted,  should  be  consistently  applied  under  the 
subject  program. 

3.  Amortization  of  start-up  costs  may  be  considered  an  allowable 
operating  cost  under  the  subject  program.     Section  2132,  Chapter  21,  of 
the  Medicare  Provider  Reimbursement  Manual  may  be  utilized  in  determining 
the  types  of  costs  which  may  be  capitalized  and  the  amortization  period. 
It  is  noted  that  start-up  costs  include  all  costs  associated  with  the 
operation  and  maintenance  of  an  organization  and  not  properly  classifiable 
as  organization  expenses  or  construction  costs,  from  the  time  the  organi- 
zation is  formed  until  the  first  patient  is  treated.     The  amortization 
period  is  the  same  as  for  organization  costs,  namely  60  months  on  a  straigh 
line  basis. 

In  connection  with  the  subject  program,  it  is  recommended  that 
start-up  costs  be  capitalized  up  to  the  point  in  which  the  HMO  organi- 
zation first  provides  service  to  a  subscriber,  whether  or  not  such 
organization  was  a  qualified  HMO  at  that  time.     This  should  also  be 
the  date  which  begins  the  60-month  period  of  amortization. 

Assuming  that  an  organization  has  already  capitalized  their 
organization  and  start-up  costs  and  are  carrying  such  costs  as  a  single 
item  on  the  balance  sheet,  this  office  would  have  no  objection  to 
amortization  of  such  cost  as  a  single  item,  consistent  with  .the  above 
criteria.     In  other  words,  the  date  on  which  the  organization  first 
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provides  service  to  a  subscriber  would  begin  the  60-month  period  of 
amortization  and  no  costs  could  be  capitalized  following  such  date. 

4.     Depreciation  of  physical  assets  may  be  considered  an  allowable 
ccst  under  the  subject  program  regardless  of  the  source  of  funds  or 
origin  of  such  depreciable  assets.     However,  where  an  applicant  for 
a  loan  or  lean  guarantee  has  received  reimbursement  from  Federal  funds 
for  the  purpose  of  assisting  in  meeting  costs  of  organization  and/or 
development,  the  amount  of  such  assistance  must  be  deducted  from  the 
total  cost  of  organization  or  start-up  expenses  prior  to  determining 
the  allowable  amortization  of  such  items  under  the  subject  program. 
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Office  of  Administrative  Management 
Attention:    Loan  Policy  Officer 


Director,  DOD 


Depreciation  and  Amortization  under  HMO  Loan  Program 


The  enclosed  memorandum  from  Mr.  Perkins  indicates  areas  in  which  a 
policy  decision  is  required. 

Certain  selected  Procedures  in  the  Medicare  Provider  Reimbursement 
Manual  are  appropriate  for  use  within  the  HMD  program:  others  require 
some  modification.     It  will  serve  everyone's  interests  if  existing 
procedures  under  the  Medicare  program  can  be  used  without  change  in 
all  possible  instances,  and  that  those  closely  similar  to  HMO  require- 
ments be  modified  as  necessary.    This  will  provide  a  basis  for  Depart- 
ment action  using  already  existing  precedent  with  which  the  health 
care  industry  is  thoroughly  conversant. 

Mr.  Perkins  is  available  to  work  with  you,  as  required,  in  making  these 
determinations . 

Robert  L.  Schaeffer 

Enclosure 

cc:    Dr.  Frank  H.  Seubold 
William  J.  Stanley 


BCHS:DOD:RLSchaeffer:jsc  3/3/75 
cc:  DOD:O.F. 
DOD:R.F. 


65-640  O  -  76  -  11 
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MEMORANDUM 


DEPARTMENT  OF  HEALTH,  EDUCATION,  AND  WELFARE 
Public  Health  Service 


TO 


Director /DOD/BCHS/HSA 


/ 


DATE:      J*\'  1*0  ^075 


FROM    :    Loan  Policy  Officer/H 

SUBJECT:    Revision  of  Loan  Guarantee  Agreement  for  HMO  Loan  Guarantee  Program 


The  subject  agreement  has  been  revised  in  accordance  with  our  discussion 
in  your  office  January  17.     The  original  agreement,  drafted  February  21,  1974, 
contained  certain  provisions  which  were  established  prior  to  the  publication 
of  the  Regulations. 

The  changes  which  have  been  made  on  the  revised  agreement  are  as  follows : 

1.  The  original  draft  provided  for  planning  and  initial  development 
projects  for  expansion  only.     Since  this  provision  is  at  variance  with 
the  Regulations,  it  is  believed  desirable  that  it  be  revised  to 
provide  for  planning  and/or  initial  development  projects,  both  for 
new  projects  and  expansion.     Although  such  projects  may  not  be  able 

to  meet  feasibility  criteria  in  accordance  with  Section  1308  of  the 
Act,  it  is  best  to  handle  this  situation  as  policy  or  as  a  part  of 
the  financial  feasibility  review  process.     Otherwise,  we  may  be  cited 
as  prejudging  the  application. 

2.  The  original  draft  specified  quarterly  disbursement  of  funds. 
The  revised  agreement  provides  for  monthly  disbursement  and  is  be- 
lieved to  be  more  flexible. 

3.  The  original  draft  indicated  that  a  paragraph  dealing  with 
interest  rates  was  to  be  written  for  such  individual  agreement.  The 
revised  agreement  sets  forth  the  structure  of  the  maximum  interest 
rate  by  the  Secretary  at  the  time  of  the  loan  endorsement. 


4.     The  original  draft  specified  monthly  repayment  of  the  loan.  This 
is  at  variance  with  the  Regulations  and  has  been  revised  to  provide 
for  repayment  on  any  basis  up  to  annual  level  debt  service. 
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I  believe  the  enclosed  revised  agreement  is  more  flexible  than  the 
original  draft  and  is  more  nearly  in  conformance  with  the  Act  and  the 
Regulations.     Copies  are  being  provided  to  all  participants  of  the 
January  17  meeting  and,  following  review  by  such  participants,  a  second 
meeting  is  to  be  held  to  discuss  the  revision  and  decide  whether  to 
provide  prototype  loan  closing  documents  or  guidelines. 

oren  W.  Spivay 


cc : 

David  Benor 
Donald  Perkins 
William  Stanley 
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Dr.  Cooper.  Now,  before  you  have  to  terminate,  I  just  want  to  com- 
ment on  the  bills  that  are  being  considered. 

As  you  know,  basically,  we  are  in  full  accord  with  the  intent  of  that 
which  is  being  considered.  There  are  some  problems  that  we  see,  and 
we  don't  agree  with  every  specified  proposal. 

With  respect  to  S.  1926,  the  Department  concurs  in :  the  deletion  of 
the  requirement  for  open  enrollment,  transfer  of  the  medical  treatment 
and  referral  services  for  the  abuse  of  or  addiction  to  drugs  and  alcohol, 
home  health  sen-ices,  and  children's  preventive  dental  benefits  from 
the  basic  benefits  to  supplemental  sendee  categories,  and  the  redefini- 
tion of  preventive  health  services;  the  part  about  the  participation  of 
other  health  professionals ;  the  removal  of  the  requirement  that  a  med- 
ical group  which  contracts  with  an  HMO  must  have  service  to  the 
HMO  as  its  principle  professional  effort :  the  expansion  of  the  au- 
thority to  use  loan  guarantees :  the  provision  to  permit  more  effective 
use  of  the  loan  authorities;  the  provision  for  mandatory  offering  of 
the  HMO  option  onlv  if  at  least  25  emplovees  reside  in  the  sendee  area 
of  the  HMO. 

I  would  strongly  emphasize  our  opposition  to  the  community  rat- 
ing provision  even  with  the  5-year  deferral.  Of  course,  we  object  to 
the  authorization  levels  recommended  in  the  bill  and  recommend  the 
President's  current  level  of  $18  million  and  a  1-year  extension,  as  in 
my  full  statement. 

Senator  Kennedy.  Do  you  expect  the  person  that  is  chronically  ill 
to  pay  a  higher  premium  than  somebody  else  ? 

Dr.  Cooper.  Well,  I  would  like  to  not  have  that  burden,  but  in  the 
practical  situation  as  it  really  exists,  experience  rating  is  used  as.  of 
course,  you  know. 

I  am  interested  in  accomplishing  two  things.  One,  in  the  long  ran,  I 
would  like  to  insure  access  to  quality  care  for  every  citizen  at  reason- 
able cost. 

Senator  Kennedy.  When  are  we  going  to  get  your  bill  on  that  ? 

Dr.  Cooper.  Well,  the  decision  hasn't  been  made  on  the  timing  of 
that  yet,  Mr.  Chairman.  But  I  would  hope  that  we  could  address  that 
because  a  portion  of  HMO  deals  with  that,  as  you  have  said  yourself  be- 
fore. And.  obviously,  ideally  I  would  like  to  have  no  price  barrier,  but 
I  am  most  urgently  concerned  at  the  moment  that  the  idea  of  the  HMO 
get  a  fair  trial  and  become  a  competitive  instrument  and  a  source  to 
the  pluralistic  system. 

Although  experience  rating  is  a  fact  that  we  have  to  live  with.  I  am 
trying  to  find  a  way  to  expedite  the  sunival  and  development  of  these 
instruments,  particularly  in  the  rural  and  underserved  setting. 

Senator  Kennedy.  I  suppose  the  question  is.  Do  we  have  to  live  with 
it  ?  I  mean  that  because  the  system  is  out  there,  do  we  have  to  conform 
the  Federal  programs  to  it  ? 

Don't  most  of  the  HMO's  now  community  rate  ? 

Dr.  Cooper.  Well.  Frank? 

Dr.  Seubold.  Actually,  in  this  particular  context,  they  operate  on 
the  community  rating  principle.  But  in  most  instances.  T  think  that 
you  will  find  that  there  are  certain  exceptions  to  this  with  respect 
to  particular  groups. 

Furthermore,  there  is  the  factor  that  today  they  can  adjust  their 
benefit  packages  according  to  the  resources  of  the  particular  groups 
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that  are  involved.  So  that,  even  if  they  maintain  the  cost,  let's  say,  per 
benefit,  on  a  community  basis,  by  adjusting  the  benefits  that  are 
offered,  they  can  still  offer  a  reasonable  comprehensive  package  at  a 
relatively  low  cost  for  those  groups  that  can  afford  only  such  costs. 

Senator  Kennedy.  There  was  a  comparison  of  cost  of  HMO's  under 
the  HMO  Act  of  1973.  It  was  done — prepared  for  your  office  of  plan- 
ning evaluation — HSA — for  September  of  this  year.  Are  you  familiar 
with  that  ?  It  was  a  preliminary. 

Dr.  Cooper.  We  have  it  over  

Senator  Kennedy.  Fleckinger  was  the  fellow  who  prepared  it.  Are 
you  familiar  with  that  ? 

Dr.  Cooper.  We  have  it.  It  is  right  here. 

Senator  Kennedy.  Now,  I  am  quoting  from  the  preliminary  draft 
here.  This  is  what  they  say.  This  is  on  page  32.  I'll  mention  this  to 
you  and  then  ask  you  sort  of  a  general  comment. 

Observations:  Legislation  reducing  the  range  of  mandated  and  supplemental 
benefits  does  not  appear  to  be  warranted  if  the  sample  of  17  PHP's  is  broadly 
representative  of  the  range  of  benefits  provided. 

Capitation  rate,  as  shown  in  table  2.1,  the  basic  services  such  as  dental  care 
for  children,  alcohol  and  drug  abuse,  and  family  planning  does  not  seem  exces- 
sive from  a  cost  competitive  viewpoint. 

And  then  it  continues: 

Open  enrollment  in  community  rating  have  not  been  specifically  addressed, 
although  dual  choice  is  the  feature  of  all  the  PHP's  examined  during  this  study. 
As  Public  Law  93-222  allows  waiver  of  open  enrollment  requirements  if  the 
plan's  economic  viability  is  jeopardized,  the  open  argument  should  be  noted. 

Now  that  is  the  preliminary  draft.  Here  is  the  final  draft  and  under 
"Implications." 

The  largely  unlimited  coverage  of  a  wide  range  of  benefits — basic  benefits, 
coupled  with  open  enrollment  in  community  rating,  required  by  the  HMO  Act 
of  1973,  appears  destined  to  render  HMO's  outside  the  effective  competitive  range 
unless  there  is  legislative  relief  in  the  areas  of  coverage  limitation,  enrollment, 
and  pricing  policies. 

Now  that  is  the  exact  same  data.  One  was  the  preliminary  and  one 
was  the  final  draft  2  months  later  by  the  same  person — reaching  an 
entirely  different  conclusion,  with  the  same  data. 

Can  you  help  me  a  little  bit? 

Dr.  Cooper.  I  can't  help  you  on  that  because  I  have  not  talked  to 
the  author  of  the  

Senator  Kennedy.  No,  I  wouldn't  expect  you  to  

Dr.  Cooper.  I  meant  perhaps  some  of  the  staff  can. 

Dr.  Seubold.  Yes,  if  I  may  address  that,  Mr.  Chairman.  There  was 
additional  information  generated  between  the  time  the  preliminary 
draft  was  obtained  and  the  final  draft,  particularly  in  terms  of  assess- 
ing the  competitive  nature  of  these  HMO's  relative  to  the  benefits  and 
prices  from  indemnity  coverage  in  the  wide  range  of  areas  beyond 
those  that  were  first  addressed  in  the  preliminary  report. 

I  believe,  if  I  may  interpret  these  authors,  that  as  they  look  at  the 
overall  competitive  situation,  they  do  not  change  their  position  with 
respect  to  the  exact  price  for  certain  of  these  required  benefits. 

However,  in  looking  at  the  overall  picture  in  what  people  were 
buying  and  what  they  were  paying  for,  the  combination  then  of  the 
restricted  benefits  with  the  requirement  for  open  enrollment — and 
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they  have  data  on  that  which  indicates  that  those  people  who  come  in 
on  individual,  open  enrollment  utilize  at  least  25  percent  more  serv- 
ices and  cost  about  25  percent  more  than  those  who  came  in  under 
group  involvement — plus  the  additional  restriction  which  is  not  ap- 
plied to  the  competitive  health  providers  puts  the  HMO  in  a  total 
picture  of  being  not  competitive. 

This  now,  I  think,  speaks  to  the  issue  of  providing  real  flexibility 
for  these  organizations  in  how  they  tailor  the  specialized  parts  of 
their  benefits,  how  they  are  able  to  overcome  the  problem  of  open 
enrollment  and  how  they  are  able  to  compete  on  a  head-to-head  basis 
through  the  use  of  experience  rating. 

All  of  these  factors  together  can  give  the  HMO  a  real  opportunity 
to  penetrate  the  health  care  market.  Whereas,  without  this  kind  of 
relief,  their  situation  is  far  more  difficult. 

Senator  Kennedy.  Well,  can  you  provide  for  us  what  that  addi- 
tional information  was — the  new  information  that  was  developed 
after  the  preliminary  draft  that  led  to  the  conclusions  on  the  second 
report  ? 

Dr.  Seubold.  Yes.  We  will  provide  that  for  the  record. 
Senator  Kennedy.  And  whatever  material  you  have  to  substantiate 
vour  position  on  the  issue  of  open  enrollment. 
Dr.  Seubold.  Yes,  sir. 
[The  material  referred  to  follows :] 
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General  Research jCor£Q rat .ion  Study  "Cost  Competitiveness  of  Health 
Ma  in  t  e  n  a  n  c  a  Organizations" 

The  GRC  preliminary  report  contained  two  major  weaknesses.  When 
these  were  pointed  out  and  additional  data  supplied  the  report. was 
corrected  accordingly.     The  weaknesses  and  the  new  data  are  as  follow 
1.     Competitiveness  of  HMOs  who  have  to  market  the  mandated  basi 
health  services. 

GRC  compiled  data  from  68  major  employers  in  9  cities: 
Boston,  Providence,  Trenton,  Miami,  Minn. /St.  Paul, 
Lexington,  New  Orleans,  Houston,  Milwaukee.     On  the  basis 
of  that  data,  CRC  concluded  in  the  preliminary  report  that, 
"Legislation  reducing  the  range  of  mandated  and  supplemental 
benefits  does  not  appear  warranted...." 

HMO  staff  used  the  very  same  data  and  compared  it  with  new 
information  obtained  from  applications  for  qualification 
and  from  grantees'  marketing  studies.     The  enclosed  Chart  1 
includes  the  GRC  data  and  the  new  information. 
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The  chart  indicates  that  in  virtually  every  one  of  the 
cities  listed  existing  non-qualified  HMOs  premiums  already 
were  higher  than  non-HMO  coverage  and  that  qualified  HMOs 
would  have  to  charge  even  more  than  non-qualified  HMOs. 
The  resulting  premium  differential  is  overwhelmingly 
unfavorable  to  HMO  competitiveness. 

This  new  information  was  developed  in  October,  1975.  By 
the  time  of  the  hearings  in  late  November,  1975,  more 
data  of  a  similar  nature  had  been  gathered  and  these  data 
provided  the  basis  for  the  reference  in  Dr.  Cooper's 
prepared  statement  that,  "data  from  over  605  employers  in 
17  cities. .. shows  that  77  percent  of  the  605  firms  had 
health  benefits  which  cost  $20-57.     Most  of  the  basic 
benefit  rates  of  organization  applying  for  qualification 
estimate  basic  benefits  at  $70  or  more  for  a  family." 
(See  Chart  2). 

The  new  information  largely  accounts  for  why  GRC  revised 
key  sections  of  the  preliminary  report. 
2.     Failure  to  account  for  limitations  and  exclusions  as  a 
means  of  reducing  the  premium. 

In  the  preliminary  report  GRC  did  not  account  for  the 
effects  of  placing  limits  on  certain  benefits  and  excluding 
others  when  it  surveyed  the  17  prepaid  health  plans. 
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HEW  staff  used  the  benefit  brochure  from  one  of  the  17, 
the  Hunter  Foundation,   in  Lexington,  Kentucky  to  illustrate 
what  a  more  detailed  analysis  than  the  one  performed  by  GRC 
would  reveal. 

This  analysis  does  not  include  every  variation  of  the  Hunter  Foundation 
from  P.L.  93-222.  Without  having  available  all  the  contracts  between  tl 
HMO  and  other  parties  a  complete  analysis  is  not  possible. 
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MAJOR  DIFFERENCES  BETWEEN  REQUIREMENTS  OF  P. L. 93-222  AND  CURRENT 
STATUS  OF  AN  UNQUALIFIED  ORGANIZATION 

HUNTER  FOUNDATION  FOR  HEALTH  CARE,  INC.     LEXINGTON,  KY. 

I.  BENEFITS 

•Dentistry  excluded  from  basic  services 
•Organ  transplants  and  chronic  renal  dialysis  excluded 
'Hospital  Coverage  for  a  potential  member  doesn't  begin 
until  discharge  from  hospital 
•Surgery  for  corrective  deafness  excluded 

•Pre-existing  conditions  excluded  until  12  months  of  continuous 
due  coverage  has  elapsed 

•Major  disaster  or  epidemic  liability  exluded 
•In-patient  hospital  care  for  contagious  diseases,  mental 

illness,  drug  dependence  or  abuse,  or  alcoholic  disorders 

limited  to  30  days  maximum/year. 

•Psychiatric  care,  alcoholism,  drug  abuse  limited  to  a  total 
of  $500/yr/per  member 

•Payment  for  out  of  area  care  for  accidental  or  emergency 
illness  subject  to  dollar  limitations 

II.     ORGANIZATIONAL  REQUIREMENT 

•Community  Rating  is  not  practiced 

III.     CONTRACTUAL  ARRANGEMENTS 

•Hospitals  are  responsible  to  members  for  all  Hospital 
Services  instead  of  the  HMO 
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Current  data  on  open  enrollment  has  been  obtained  from 
three  sources 

1.  The  Marshfield  Clinic 

2.  Northcare  -  a  qualified  HMO 

3.  New  Jersey  Blue  Cross 

These  data  are  enclosed  as  Tabs  A-C.  The  Marshfield  aver a 
cost  per  capita  of  non-group  members  has  been  37  and  1/2 
percent  higher  than  that  of  group  members.  Northcare 
experience  was  37  percent  higher.  The  New  Jersey  Blue  Cro 
experience  was  35-40  percent  higher"  immediately  and  rose  t 
about  60  percent  higher  after  pre-existing  conditions  were 
dovered. 
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OPEN  ENROLLMENT 

1.  Marshfield,  Wisconsin  Study 

2.  NorthCare  Experience 

3.  New  Jersey  Blue  Cross  Experience 
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North  Communities 
Health  Plan,  Incorporated 

1718  Sherman  Avenue 
Evanston,  Illinois  60201 
Phone  312.  864.1900 


October  7,  1975 


Mr.  George  Strumpf 

Department  of  Health,  Education  &  Welfare 
5600  Fishers  Lane  -  Room  13A23 
Park! awn  Building 
Rockville,  Maryland  20852 

Dear  Mr.  Strumpf: 

In  March,  NorthCare  did  have  an  open  enrollment,  which  was  designed 
to  meet  HEW  requirements.    Our  decision  to  proceed  so  early  with 
such  a  high-risk  endeavor  was  motivated  by  a  special  circumstance. 
The  operating  plan,  NorthCare,  was  preceded  by  a  3-year  community 
effort  under  the  auspice  of  an  organization  referred  to  as  the 
Evanston  Medical  Consumers.    People  joined  and  supported  that  venture 
believing  that  there  would  be  accessibility  if  and  when  a  plan  eventu- 
ally emerged.    We  did  not  want  to  alienate  this  important  constituency. 

As  you  can  see  from  the  enclosures,  we  got  excellent  media  visibility. 
The  marketing  staff  insisted  that  this  was  a  far  better  approach  than 
paid  advertising.    They  were  right!    We  wanted  visibility  for  another 
reason  as  well.    Our  actuary,  J.  Wiley  Clements,  warned  us  that  if  we 
dared  to  undertake  an  open  enrollment,  there  must  be  a  wide  awareness 
of  the  Plan  if  we  wanted  to  assure  incorporating  as  many  good  risks  as 
possible  in  order  to  offset  the  inevitibility  of  adverse  selection. 
His  point  of  view  was  that  those  people  with  severe  health  problems  will 
emerge,  no  matter  how  low-profile  the  effort. 

We  do,  in  fact,  have  quite  a  bit  of  experience  on  the  open  enrollment 
population  as  compared  with  other  employer  groups.    My  impression  is 
that  it  was  not  nearly  as  negative  an  experience  as  I  would  have  ex- 
pected.   Also,  it  proved  an  outstanding  community  relations  gesture. 
There  are,  however,  some  special  circumstances  that  I  should  share  with 
you.    While  NorthCare  likes  to  think  of  itself  as  having  gained  (in  March) 
broad  attention  and  interest,  we  in  fact,  were  a  developing  plan,  and  to 
many  sick  people  whose  principal  concern  was  their  health,  not  very  be- 
lievable.   In  spite  of  the  economic  advantages,  there  appeared  to  be  an 
unquestioned  hesitation  to  change  from  their  existing  pattern  of  care. 
Also,  we  benefitted  from  the  fact  that  open  enrollment  ended  two  months 
prior  to  beginning  operations.    The  complications  of-  having  to  make 
interim  arrangements  also  may  have  been  a  barrier  for  people  with  exist- 
ing health  problems. 
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October  7,  1975 
Mr.  George  Strumpf 

page  2 


Notwithstanding  the  above  comments,  I  have  severe  reservations  about 
another  open  enrollment.    As  an  established  plan,  those  factors  that 
I  discussed  above  would  work  against  us.    My  greatest  apprehension 
would  come  from  within  the  insurance  industry  itself.    During  the  last 
few  days  of  open  enrollment,  I  began  to  get  some  very  scary  phone  calls 
from  local  insurance  agents  who  wanted  to  be  heroes  to  their  clientele. 
NorthCare  was  an  easy  answer,  in  that  if  he  could  solve  the  problems 
of  his  uninusrable  clients,  the  agent  would  then  place  himself  in  a  highly 
desirable  position  to  maintain  the  other,  more  lucrative  lines.  North- 
Care's  exposure  in  this  sort  of  situation  would  be  extraordinary. 

So,  that's  the  story  of  our  open  enrollment  experience.    The  debate 
within  our  organization  continues.    In  fact,  I  am  enclosing  a  position 
paper  that  I  wrote  on  the  use  of  medical  statements  as  one  reasonably 
compassionate  design  for  a  modified,  continuing  open  enrollment. 

If  I  can  be  of  any  other  assistance,  please  feel  free  to  call  me. 

Sincerely  yours, 

NORTH  COMMUNITIES  HEALTH  PLAN,  INC. 


Ernest  W.  Libman 
Executive  Director 


EWL/eg 


enclosures 


cc:  H.  Rhetta,  M.D. 
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North  Communities 
Health  Plan,  Incorporated 

1718  Sherman  Avenue 
Evanston,  Illinois  60201 
Phone  312.  864.1900 


COMPARISON  OF  VARIOUS  NORTHCARE  GROUPS  UTILIZATION  OF  SERVICES:  5/1/75-8/31/75 

CITY  OF  EVANSTON       FOUNDATION*      STATE  NATL  BANK  f\LL 
#75001  #75004  #75006 


Actual 

Percent 

Actual 

Percent 

Actual 

Percent 

310L, 

TOTAL  MEMBER  MONTHS 

-7-96" 

25.5 

4861 

38.7 

336 

2.7 

In  Office  Encounters 

1091 

18.6 

2675 

45.6 

156 

2.7 

y  ut 

Out  of  Office  Encounters 

25 

24.1 

45 

43.3 

2 

1.9 

Referral  Care 

37 

17.7 

126 

61.2 

3 

1.4 

Referral  Care  Cost 

$877.15 

10.4 

$6412.60 

76.0 

$77.50 

.1 

3  3  0 

Hospital  In  Patient 

17 

43.6 

16 

41.2 

1 

2.6 

Hospital  In  Patient  Days 

122 

37.0 

169 

51.2 

4 

1.2 

Hospital  In  Patient  Cost 

$24576.01 

41 .5 

$25929.41 

43.8 

$914.75 

1.5 

Hospital  Out  Patient 

42 

27.3 

83 

55.3 

3 

2.0 

Hospital  Out  Patient  Cost 

$2051.25 

24.8 

$5035.35 

61.1 

$63.35 

.1 

*  Foundation  Group  is  Open  Enrollment  Group 


10/8/75 
RSG 
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NEW  JERSEY  BLUE  CROSS  EXPERIENCE 


July  1973  -  Conducted  statewide  open  enrollment  by  order  of  State  Insurance 
Department. 

September  1,  1973  -  Effective  date  of  coverage  -  Blue  Cross  required  to 
accept  all  applicants,  regardless  of  bealth  status,  but  the  contract  did 
exclude  for  1  year  coverage  of  conditions  existing  on  effective  date. 

9/1/74  -  8/31/74  Experience:     Premium    $1.8  million 


Pre-existing  waiver  expired  8/31/74.     For  the  same  group  of  enrollees, 
subsequent  experience  deteriorated  further: 
9/1/74  -  12/31/74  Experience:  Premium  $545,000 


Claims 


2.3  million 


Claims 


846,000 


Source:    Press  release  dated  5/30/75  from  N.J.  Blue  Cross  Public  Relations 
V.P.,  W.  Jefferson  Lyons 
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Press  Release 


1  Blue  Cross 

J  of  NewJersey 


W.  Jefferson  Lyon 

Vice  President  v  ' 

Public  Relations  :     J . 

V456-2522 

Washington  Street  f     _  ,  _  .  . 

Newark.  New  Jersey  For  Release        Upon  receipt 


Experiments  in  waiving  health  requirements  for  non-group  membership  are 
imposing  a  heavy  drain  on  the  reserve  funds  of  New  Jersey  Blue  Cross  subscribers, 
according  to  a  new  report  on  "open  enrollment"  experience. 

In  July  1973,  at  the  request  of  the  State  Department  of  Insurance,  the  Plan 
accepted  applicants  for  non-group  membership  regardless  of  their  health.     During  the 
first  12  months  of  membership  (September  1973-August  1974),  the  Plan  incurred  a  loss 
of  over  half  a  million  dollars  in  providing  benefits  for  these  members,  even  though 
pre-existing  health  conditions  were  not  covered  during  that  first  year. 

An  analysis  of  the  cost  of  providing  benefits  for  this  membership  category 
shows  that  during  the  first  year  Blue  Cross  received  $1.8  million  in  premium  income 
from  these  members  and  incurred  claims  amounting  to  $2.3  million. 
J  A  Plan  spokesman  said  the  loss  would  have  been  even  greater  if  there  had  not 

been  the  12-month  bar  on  pre-existing  conditions.     During  the  first  12  months  of  any 
non-group  membership,  whether  the  result  of  "open  enrollment"  or  the  regular 
on-going  non-group  program  which  is  subject  to  health  underwriting,  Blue  Cross  does 
not  provide  benefits  for  any  health  condition  that  exists  at  the  time  of  or  prior 
to  enrollment. 

.   The  pre-existing  condition  restriction  ended  September  1  for  the  group 
enrolled  in  July  of  1973  and  the  cost  of  providing  benefits    for  these  members 
increased  thereafter.    During  the  last  four  months  of  1974,  Blue  Cross  received 
$545,000  in  premium  income  from  these  members  and  incurred  claims  amounting  to 
$846,000. 


177 


-2- 

Experience  during  this  four-month  period,  (September  1974-December  1974), 
together  with  increasing  hospital  costs,  indicates  that  the  loss  for  these  members 
during  the  second  year  will  exceed  a  million  dollars. 

The  Plan  also  complied  with  an  Insurance  Department  request  to  conduct 
another  "open  enrollment"  last  November,  with  membership  effective  January  1,  1975. 
The  report  does  not  involve  the  15,000  subscribers  who  joined  at  that  time. 
Meaningful  statistics  will  not  be  available  until  late  this  year  or  early 
in  1976. 

"We  have  no  reason  to  expect  that  their  experience  will  be  any  better  than 
for  last  year's  group,"  the  spokesman  said. 
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May  30,  1975 
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Senator  Kennedy.  In  your  earlier  comments  on  the  administration 
of  the  program,  Dr.  Cooper,  what  is  your  time  frame  on  it  ? 

Dr.  Cooper.  The  staffing  commitments  for  expansion  both  of  the 
regional  staff  and  the  headquarter's  staff  have  already  been  made.  The 
recruiting  is  in  process  as  the  GAO  report  said.  It  is  true  that  we  have 
received  the  applicants  and  we  have  a  required  process  to  go  through. 
And  we  will  try  to  do  that  in  a  way  that  insures  the  appropriate  pro- 
cedure there.  Tnat  is  in  process. 

The  detailing  of  positions  as  I  asked  for  earlier  this  week  is  also  in 
process.  So  that  there  is  no  reason  why  the  Administrator,  HSA,  can- 
not proceed  to  deal  with  the  backlog  as  rapidly  as  possible,  right  now. 

Senator  Kennedy.  Can  you  tell  us  a  little  about  preemption?  Why 
has  there  been  such  reluctance  to  moving  in  that  direction  on  State 
laws  ? 

Dr.  Cooper.  Well,  I  think  on  the  question  of  State  laws,  we  had 
taken  the  position  that  we  would  try  to  work  constructively  with  the 
States.  And,  in  fact,  our  own  experience  is  that  we  have  made  grants 
to  the  States  where  it  has  been  appropriate  and  we  are  not  perceiving, 
at  the  present  time,  that  this  is  a  major  impediment  to  progress. 

Perhaps  Dr.  Seubold  would  want  to  comment  in  some  detail.  I  don't 
think  there  is  any  reluctance  on  our  part,  to  deal  with  this  issue. 

Dr.  Seubold.  Actually,  this  is  quite  true.  We  have  not  allowed  the 
fact  that  there  are  certain  State  laws  and  regulations  which  could 
prove  inhibitory  to  HMO  operations  to  interfere  with  the  awards  of 
grants  in  particular  States.  I  would  like  to  give  you  just  two  examples 
of  this. 

In  the  State  of  Texas,  for  example,  there  was  considerable  confusion 
whether  or  not  HMO's  of  any  style  could  operate  there,  but  we  did 
fund  projects  in  the  State  and  at  the  same  time  we  were  invited  to 
work  with  the  State  legislators  and  commissioner  of  insurance  also, 
with  respect  to  developing  appropriate  HMO  enabling  acts.  Such 
an  act  was,  in  fact,  passed  and  is  now  in  effect,  and  these  organiza- 
tions which  we  supported  will  be  able  to  move  forward. 

A  slightly  different  circumstance  occurred  in  the  State  of  Louisiana 
which  had  rather  hazy  legal  structure  with  respect  to  the  possible 
operation  of  HMO's  there.  Also,  we  did  make  grants  and  we  have  met 
with  the  attorney  general,  the  commissioner  of  insurance  and  the  other 
State  officials.  As  an  outcome  of  these  discussions,  the  attorney  general 
has  put  out  an  opinion  that  organizations  that  meet  the  qualifications 
of  the  HMO  Act  will,  in  fact,  be  able  to  operate  in  that  State. 

I  think  we  prefer  to  work  on  a  cooperative  basis  with  the  States 
recognizing  their  prerogatives.  However,  in  an  instance  in  which  there 
was  no  headway  to  be  made  cooperatively,  and  this  program  and  the 
Office  of  General  Counsel  would  concur  on  the  fact  that  there  would  be 
no  reasonable  alternatives,  we  would  be  prepared  to  support  these 
projects  with  grants  and  funds  in  the  event  that  an  action  was  leveled 
against  them  by  the  State. 

Senator  Kennedy.  Well,  do  you  need  stronger  legislation  on  that 
issue  ?  Would  that  be  helpful  ? 

Dr.  Seubold.  Well,  from  an  operational  standpoint,  sir,  it  appears 
to  be  working  well. 

Senator  Kennedy.  I  am  not  sure  that  you  can  read  the  GAO  report 
and  reach  that  same  conclusion. 
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Dr.  Cooper.  I  might  say  we  have  no  reason  to  reject  any  help.  We 
have  no  help  to  recommend. 

Senator  Kennedy.  All  right.  Let  me  ask,  on  another  subject,  if  I 
could  just  briefly,  Doctor.  Can  you  talk  about  any  phase  4  controls 
for  all  health  services?  I  think  we  all  are  troubled  by  the  enormous 
increase  in  the  costs  of  health. 

Dr.  Cooper.  Are  we  considering  that  ? 

Senator  Kennedy.  Yes. 

Dr.  Cooper.  We  are  considering  that  question.  The  Department  is 
considering  a  whole  range  of  options  for  recommendations  to  deal  with 
this  problem  of  escalation  of  cost  controls. 

It  is  clearly  the  preeminent  problem  at  this  time  that  is  driving  a 
lot  of  considerations  of  health  policy.  It  is  in  the  list  of  things  that  are 
being  considered  by  the  Secretary  for  recommendation. 

Senator  Kennedy.  Could  I  submit  some  questions  to  you  ? 

Dr.  Cooper.  Surely.  We  would  be  delighted. 

Senator  Kennedy.  I  want  to  thank  you  all.  It  has  been  a  very  useful 
hearing.  Your  comments  in  the  early  part  have  been  very  helpful  to  us 
and  let  me  just  say  I  think  very  encouraging. 

Dr.  Cooper.  We  are  committed  to  the  program. 

Senator  Kennedy.  And  I  think  if  it  is  going  to  be  a  question  about 
getting  additional  personnel  to  try  and  make  these  programs  work,  I 
am  going  to  be  of  whatever  help  and  assistance  that  I  can. 

I  want  to  thank  you  all. 

At  this  point  I  order  printed  all  statements  of  those  who  could  not 
attend  and  other  pertinent  material  submitted  for  the  record. 

[The  prepared  statement  of  Dr.  Cooper  and  material  referred  to 
follows :] 
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STATEMENT 
BY 

THEODORE  COOPER,  M.D. 
ASSISTANT  SECRETARY  FOR  HEALTH 
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SUBCOMMITTEE  ON  HEALTH 
COMMITTEE  ON  LABOR  AND  PUBLIC  WELFARE 
UNITED  STATES  SENATE 


FRIDAY,   NOVEMBER  21,    197  5 
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Mr.  Chairman  and  Members  of  the  Subcommittee: 

It  is  a  pleasure  to  appear  today  before  your 
Subcommittee  to  discuss  the  program  we  are  imple- 
menting under  P.L.   93-222,   the  Health  Maintenance 
Organization  Act  of  1973,   and  two  bills — S.   1926  and 
H.R.    9019--to  make  certain  amendments  to  the  Act  and 
extend  its  authorizations  for  two  additional  years. 

P.L.   93-222  authorized  the  Federal  government  to 
provide  financial  and  other  assistance  for  health 
maintenance  organizations  in  order  to  demonstrate 
the  HMO  concept  in  various  geographic  areas.  This 
initiative  involves  a  partnership  with  the  private 
health  care  sector  to  promote  organization  and 
efficiency  in  the  delivery  of  comprehensive,  high 
quality  services  on  a  prepaid  basis. 

P.L.   93-222  authorized  two  major  forms  of  Federal 
assistance.     The  first  was  a  five-year  program 
of  Federal  financial  assistance  in  the  form  of 
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grants,   contracts,   loans,  and  loan  guarantees.  The 
second  required  employers  to  offer  their  employees 
the  option  of  joining  a  qualified  HMO   (one  which 
meets  the  law's  requirements)   as  an  alternative  to 
the  employers  offer  of  other  health  care  plans. 

It  is  hardly  surprising  that  such  innovative  legislation 
as  this  would,  on  implementation,  be  found  to  contain 
unanticipated  problems  which  will  require  correction 
if  the  full  benefit  of  the  Act  to  the  public  is  to  be 
realized.     There  have  been  administrative  problems, 
certainly — and  measures  have  been  taken  to  correct 
them.     But  some  problems  are  inherent  in  the  Act 
itself.     We  appreciate  the  prompt  attention  this 
Subcommittee  is  giving  this  issue  so  that  effective 
steps  can  be  taken  to  assure  its  greater  success. 

The  Department  too  has  recognized  the  barriers  to 
the  effective  implementation  of  the  HMO  Act,  and 
our  testimony  today  is  in  substantial  agreement 
with  many  portions  of  both  S.   1926  and  the  similar 
House  bill,  H.R.   9019.     Our  basic  consensus  on  most 
of  the  issues  hopefully  will  speed  the  process  of 
legislative  action. 
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Background 

The  HMO  program  is  designed  to  give  HMOs  a  fair  market 
test  to  determine  if  their  method  of  operation  and 
costs  will  be  preferred  to  other  financing  arrangements 
by  a  substantial  segment  of  the  population.     The  results 
to  date  are  encouraging,  though  not  definitive.  HMOs 
have  generally  achieved  significant  cost  containment, 
largely  by  appropriate  reduction  in  expensive  inpatient 
care.     In  most  instances,  the  cost  of  inpatient  care 
in  HMOs  has  been  and  continues  to  be  about  one-half  the 
national  average.     Available  data  show  that  new  HMOs  are 
measuring  up  to  their  predecessors. 

The  utilization  data  shown  on  Chart  I  shows  that  proto- 
type "HMOs"  surveyed  in  19'68  demonstrated  53  percent 
less  utilization  of  inpatient  services  than  traditional 
health  care  and  that  a  half  dozen  newer  plans  sampled 
this  year  showed  similar  reductions.     Overall,  HMOs 
appear  to  achieve  cost     savings  of  10  to  30%,  compared 
with  traditional  health  care. 

Acceptability  to  the  public  is  shown  by  the  fact 
that  some  900,000  individuals  are  now  enrolled  in 
HMOs  that  were  started  since  1971.     Cost  containment 
has  also  been  shown  by  new  studies  of  plans  serving 


184 

-   4  - 


Medicaid  recipients  in  Washington,  D.  C.  and 
Washington  State,  and  of  plans  serving  Medicare 
beneficiaries  across  the  country.     As  you  can  see 
on  Chart  II,  these  savings  are  substantial.  To 
give  an  explicit  example,  Federal,  State  and  private 
payments  to  HMOs  for  health  care  to  Medicare,  Medicaid 
and  Federal  employee  enrollees  amounted  to  $276  million 
in  fiscal  year  1974    (see  Chart  III) .     Assuming  savings 
at  the  20  percent  level,  we  estimate  that  $55, million 
was  saved  compared  to  the  cost  of  traditional  care. 

Of  course,   such  cost  containment  is  of  no  value  unless 
quality  services  are  rendered.     One  measure  of  quality 
is  the  appropriate  control  of  surgical  procedures. 
Available  data  as  shown  on  Chart  IV  demonstrate 
that  IIMOs  practice  surgery  at  rates  substan- 
tially     below  traditional  practice,  and  instead  apply 
appropriate  medical  care,  usually  on  an  ambulatory  basis. 

In  the  years  since  197  0,  enrollment  in  HMOs  has  grown 

from  3,600,000  to  5,850,000.     The  last  year  has  seen 

an  11  percent  increase  in  HMO  enrollment.     The  number 

of  prepaid  plans  has  grown  from  33  in  1970  to  about 

170  today.     But  the  overall  rate  of  increase  is  down  since  the 

Act  was  passed  . 
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Chart  V  shows  clearly  the  increase  in  numbers 
of  HMO's  and  enrollees,  which  has  accelerated  sharply 
during  this  decade.     The  map   (Chart  VI)   shows  the 
distribution  of  currently  operating  "HMOs."     Seven  of 
these  have  been  determined  to  be  qualified  under 
the  Act. 

Establishing  additional  numbers  of  this  alternative 
form  of  health  care  delivery  can  result  in  a  wider 
range  of  health  care  alternatives  to  respond  to  the 
demand  for  health  services.     We  believe  that  the 
Federal  role  should  be  one  limited  to  five  years  in  order 
to  support  demonstrations  of  HMOs  through  financial  and 
other  support  and  that  the  HMO  movement  should  grow  in 
competition  with  alternative  financing  and  delivery 
systems  through  consumer  choice  without  large  Federal  sub- 
sidies.    S.   1926,  with  the  modifications  and  funding 
levels  I  am  proposing,  will  permit  an  adequate  Federal 
demonstration  effort. 
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Implementation  of  the  HMO  Act 

I  would  like  to  review  the  progress  of  the  Federal 
assistance  to  health  maintenance  organizations,  now 
that  it  has  completed  its  first  full  year  of  operation 
from  June  1974  when  a  supplemental  appropriation  to 
implement  the  Act  was  enacted. 

1.  Grant  selection  criteria,  reporting  requirements, 
and  procedures  necessary  to  operate  the  program 
have  been  developed  and  are  in  use. 

2.  Regulations  necessary  to  implement  the  funding 
authorities  of  the  Act  have  been  developed  and 
published.     Final  versions  of  the  complex  regu- 
lations dealing  with  the  qualification  of  HMOs 
and  with  the  far  reaching  issues  associated  with 
the  mandatory  offer  by  employers  of  the  HMO  option 
have  been  issued. 

3.  A  total  of  375  applications  for  $59  million  in 
grant  funds  have  been  evaluated  according  to 
established  selection  criteria  and  procedures  , 
resulting  in  the  award  of   172  grants  to  157 
organizations  totaling  $22.5  million.     In  all 
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there  were  104  feasibility  grants,   22  planning  and 
31  initial  development  grants  active  at  the  end  of 
FY  1975.     Awards  have  been  made  in  38  States,  the 
District  of  Columbia  and  the  Trust  Territory  of  the 
Pacific  Islands.     The  geographic  Distribution  of 
these  projects  can  be  seen  from  the  map  on  Chart  VII. 
The  response  to  statutory  priorities  for  service  to 
nonmetropolitan  and  medically  underserved  areas,  as 
shown  in  Chart  VIII  is  below  our  target  but  we  have 
attempted  to  establish  as  many  projects  as  possible 
in  these  areas,  within  the  overall  requirement  that 
such  projects  be  fiscally  viable.     A  recent  indepen- 
dent study  of  rural  HMO-type  plans  provides  a 
detailed  explanation  of  the  difficulty  involved 
in  developing  qualified  rural  HMOs  under  the  present 
Act. 

Even  before  formal  procedures  were  instituted,  five 
HMOs  were  qualified  under  the  Act,   four  of  which  are 
now  in  full  operation.     An  additional  3  HMOs  have 
been  qualified  within  the  past  month  and  11  applications 
are  currently  under  review.     Ninety-five    (95)  organiza- 
tions have  signified  in  writing  their  intent  to  submit 
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qualification  applications.     Loans  totaling  $4.5 
million  have  been  made  to  3  of  these.     A  fourth 
loan  action  will  be  completed  soon.     Eight  loan 
actions  are  now  pending  which  will  involve  the 
commitment  of  $8.2  million  if  all  are  approved. 

5.     Technical  assistance  has  been  provided  to  27  States  in 
the  development  of  HMO  enabling  acts — 2  5  States  now 

have  such  legislation—and  in  the  development  of 
procedures  for  contracting  with  HMOs  to  provide 

health  care  services  to  Medicaid  recipients.  For 
example,   substantial  assistance  was  given  to  Texas 
by  Regional  and  Central  HMO  staff,   supplemented  by 
consultants  provided  by  the  Department,   in  the  develop- 
ment of  a  State  enabling  act.     This  assistance 
encompassed  the  full  range  of  activity  from 
evolution  of  the  statutory  language  through 
finalization  of  the  implementing  regulations. 
Maryland  received  similar  assistance.  Michigan 
requested  and  received  assistance  in  the  review 
by  HMO  staff  of  regulations  implementing  State 
legislation . 
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At  present,   13  States  and  the  District  of  Columbia 
have  Medicaid  HMO  contracts  and  10  other  States  are 
being  assisted  by  HEW  in  this  regard.  Information 
on  the  HMO  concept  and  the  provisions  of  the  Act 
has  been  made  available  to  providers,  industry, 
labor  and  community  groups  at  numerous  meetings. 

5.     The  Department  published  final  regulations  on 
May  9  of  this  year  setting  standards  for  HMO's 
serving  Medicaid  recipients.     The  specifications 
cover  services,   enrollment  requirements,  marketing 
practices,  quality  assurance,  and  many  other 
provisions.     The  regulations  also  provide  for 
prior  approval  by  HEW  of  large  contractors. 

Draft  guidelines  to  assist  States  to  implement 
these  new  standards  have  been  circulated  to 
headquarters  and  regional  HEW  staff.     The  revised 
draft  will  soon  be  circulated  to  the  States  for 
comment  before  being  published. 
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A  proposal  by  the  State  of  California  for  a 
demonstration  grant  of  approximately  $6  million 
(under  the  authority  of  Section  222  of  P.L.  92-603) 
to  develop  a  model  State  rate  setting  and 
monitoring       system  for  HMOs  under  Medicaid  is 
in  the  final  review  process. 

7.  In  addition,   the  Department  has  published  proposed 
regulations  setting  forth  procedures  to  be  followed 
by  HMOs  in  enrolling  and  disenrolling  Medicare 
beneficiaries  and  handling  grievances,  complaints, 
and  appeals  of  its  Medicare  enrollees;   it  has  also 
published  proposed  regulations  which  set  forth 
procedures  to  be  followed  by  HMOs  in  appealing 
nonrenewal  notices. 

8.  Finally,  we  have  improved  the  administration  of  the 
program  by  drawing  together  into  a  single  operating 
entity  all  of  the  functions  relative  to  HMOs  within 
the  Department,   except  for  the  certification  activity. 
This  operating  entity  is  designated  as  the  Division  of 
Health  Maintenance  Organizations  and  is  part  of  the 
Bureau  of  Medical  Services  within  the  Health  Services 
Administration.     The  restructuring  of  the  HMO  program 
recognizes  the  need  to  continue  separation  of  responsi- 
bility for  developing  HMOs  from  the  responsibility  for 
regulating  them,    in  order  to  avoid  a  conflict  of  interest. 
Also,   in  the  interest  of  strengthening  our  regional 
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capacity  to  serve  potential  HMO  investors,   I  am 
considering  how  we  will  allocate  an  additional 
10  positions  to  the  program. 

Problems  within  the  HMO  Act 

After  a  little  more  than  a  year  of  full  implementation 
of  the  Act,  it  is  clear  that  certain  provisions  within 
the  Act  will  hinder  the  developing  HMOs  from  achieving 
the  high  standard  of  excellence  established  by  the 
prototype  plans.     Several  of  the  104  grantees  receiving 
funds  for  feasibility  surveys  will  probably  conclude 
that  further  development  of  their  programs  is  not 
feasible  due  to  the  cummulative  effect  of  these  pro- 
visions.    The  problem  is  particularly  acute  in  the 
Southwest,  Southeast  and  other  areas  where  health 
insurance  premiums  and  wages  are  low.     HMOs  have 

difficulty  competing,  given  the  requirements  of  existing  law. 

During  this  past  year,  participation  of  existing  prepaid 
plans  and  well-established  provider  groups  in  program 
implementation  was  less  than  had  been  expected. 

One  problem  results  from  a  requirement  that  for  an  HMO 
providing  services  through  a  medical  group  practice  to  be 
qualified,    51  percent  of  that  group's  activity  must  be 
devoted  to  service  to  HMO  enrollees.     This  effectively 
prevents  large  f ee-for-service  group  practices,   such  as 
St.  Louis  Park  Clinic  and  Palo  Alto  Medical  Clinic,  from 
qualifying . 
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In  addition,   an  independent  study  confirmed  early 
impressions  that  these  organizations  were  concerned 
about  their  ability  to  compete  effectively  in  the 
health  care  marketplace  if  they  were  required  to 
operate  in  compliance  with  all  the  provisions  of 
P.L.   93-222.     This  concern  stems  directly  from  the 
combined  cost  impact  of  the  mandated  benefits,  open 
enrollment  and  community  rating. 

HMO's  are  required  to  offer  a  benefit  package 
that  is  considerably  more  comprehensive  than 
the  benefit  package  of  most  insurance  plans. 

HMOs  must  once  a  year  open  their  enrollment 

to  anyone  in  the  community,   including  very 

high  risk  persons.      (The  Secretary  of  HEW 

may  waive  this  requirement  for  individual  HMOs 

whose  financial  viability  would  be  endangered.) 

In  contrast,  private  carriers  may  elect  whom 

to  enroll,   or  apply  various  restrictions  to  coverage 

--     HMOs  must  community  rate,   i.e.,   they  must  charge 
essentially  the  same  per  person  or  per  family 
premium  for  all  enrollees  regardless  of  their 
medical  history.     In  contrast,   insurance  companies 
may  relate  premiums  to  anticipated  use  of  medical 
services . 
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Many  specific  data  are  available  on  the  price  compe- 
tition problems  of  the  qualified  HMO.     At  this  time 
I  will  summarize  those  points  which  I  believe  to  be 
key  to  the  need  for  the  amendments  which  are  being 
considered  today. 

Chart   IX,   based  on  the  analysis  of  most  widely  held, 
most  comprehensive  Blue  Cross,  Blue  Shield  contracts 
in  the  Middle  Atlantic  States   (Employee  Benefit  Plan  Review 
Research  Reports  1975)    lists  the  differences  in  benefits 
between  these  health  insurance  plans  and  HMOs  which 
allow  the  former  to  target  their  marketing  to  the 
best  possible  price  advantage.     No  single  advantage 
is  crucial;   it  is  the  flexibility  to  select  the  most 
favorable  combinations  of  benefits,  pricing  and  under- 
writing policies  that  provides  a  substantial  competitive 
edge  to  the  insurance  plans. 

Turning  then  to  the  dollar  impact  of  the  competition, 
typical  choices  among  plans  which  might  be  presented 
to  a  potential  enrollee  are  listed  in  Chart   X.  These 
averages  and  ranges  are  based  on  data  from  over  605 
employers  in  17  cities,  results  of  feasibility  and 
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planning  grantees'  marketing  surveys,  data  from  a 
nationwide  survey  of  HMO-type  plans  and  an  independent 
study  by  the  General  Research  Corporation  of  health 
insurance  provided  by  major  employers  in  9  cities.  The 
data  shows  that  77  percent  of  the  605  firms  had  health 
benefits  which  cost  $20-57.     Most  of  the  basic  benefit 
rates  of  organizations  applying  for  qualification  estimate 
basic  benefits  at  $70.00  or  more  for  a  family. 

It  can  be  argued  that  a  proper  understanding  of  the 
overall  value  received  for  premiums  paid  to  an  HMO 
should  suffice  to  convince  a  prospect  to  join  the 
qualified  HMO--but  more  dollars  deducted  from  the 
paycheck  or  lower  take  home  pay  often  are  more 
influential.     The  amendments  before  you  would  help 
bring  the  HMO  price  down  to  a  more  competitive  range. 

One  example  illustrates  the  employer  contribution 
factor.     State  employees  have  traditionally  been  major 
subscribers  to  HMO  plans.     Those  employees,   for  the 
most  part,   contribute  more  than  half  the  cost  of  their 
health  benefits   (Chart    XI)  .     For  a  California  State 

employee  to  enroll  in  a  qualified  HMO  at  $7  5  per  family 

per  month,   that  employee's  contribution  would  have  to  be 
increased  from  $43  to  $59,   or  by  $16,00,   a  38  percent  increase 
bevond  his  present  contribution.     Such  differentials 
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clearly  inhibit  enrollment  in  HMOs,  and  need  to  be 
minimized  since  the  Act  does  not  require  employers 
to  contribute  any  more  than  they  currently  pay  for 
health  benefits. 

Department  Position  on  S.  1926 

With  respect  to  the  specific  modifications  proposed 
by  S.  1926,  the  Department  concurs  in  the  following 
provisions : 

deletion  of  the  requirement  for  an  annual 
open  enrollment  period   (Section  4) ; 
transfer  of  the  medical  treatment  and  referral 
services  for  the  abuse  of  or  addiction  to  drugs 
and  alcohol,  home  health  services,  and  the 
children's  preventive  dental  benefit  from 
basic  benefits  to  the  supplemental  service 
category  and  the  redefinition  of  preventive 
health  services   (Sections  5 (a)  (1) - (4) ) ; 
participation  by  other  health  professionals 
in  addition  to  those  kinds  previously 
authorized   (Section  5(a) (5)) ; 

removal  of  the  requirement  that  the  members  of 
a  "medical  group"  which  contracts  with  an  HMO 
must  have  as  their  principle  professional 
activity  the  provision  of  services  to  an  HMO 
(Section  7) ; 
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expansion  of  the  authority  to  use  loan 
guarantees  for  HMO  planning,  development 
and  operating  deficits   (Section  8) ; 
provision  to  permit  more  effective  use  of  the 
loan  authorities  with  the  added  recommendations 
(1)   that  the  limitation  in  the  Act  on  loan 
guarantees  to  an  amount  not  to  exceed  grants 
and  contracts  be  deleted  because  the  Impound- 
ment Control  Act  of  197  4  addresses  the  problems 
envisaged,   and   (2)   that  the  interest  rate 
for  direct  loans  be  the  same  as  that  for 
guaranteed  loans   (Section  9) ;  and 
provision  for  mandatory  offering  of  the  HMO 
option  to  employees  only  if  at  least  25 
employees  reside  within  the  service  area  of 
the  HMO  with  the  enforcement  modifications 
that  I  will  discuss  below   (Section  10) . 

Recommended  Modifications  to  S.  1926 

We  feel  that  if  an  HMO  receives  the  benefits  of  the  Act, 
in  terms  either  of  financial  aid  or  of  certification 
under  the  "dual  choice"  option,   it  should  be  required 
to  furnish  the  important  health  services  listed  in  the 
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Act  as  supplemental  services  if  the  manpower  is  available 
and  if  the  recipient  desires  those  services.  Therefore, 
we  believe  that  it  would  be  beneficial  to  delete 
Section  2  which  would  make  the  offering  of  supplemental 
health  services  by  HMOs  no  longer  mandatory.     We  suggest 
instead  that  HMO's  be  given  an  option  to  redesignate 
any  supplemental  benefits  as  part  of  the  basic  benefits 
package  it  offers  to  prospective  members,  as  has  been  done 
in  H.R.   9  019.     This  is  because  some  HMO's  may  wish  to 
offer  more  benefits  as  basic  services  than  those  specified 
in  the  Act,  and  the  Act  can  now  be  interpreted  as 
prohibiting  additional  basic  services. 

Section  3  would  expand  the  options  available  to  HMO's 
to  arrange  for  the  provision  of  services  to  its  members. 
While  we  would  agree  that  an  HMO  should  have  more  flexi- 
bility in  making  arrangements  for  the  delivery  of  health 
services  to  its  members,  nevertheless  we  object  to  any 
proposal  to  extend  that  policy  to  the  extreme  of  dealing 
with  individual  practitioners.     In  our  view  it  is  important 
for  HMO's  to  deal  with  providers  as  groups. 
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Section  6  of  the  bill  proposes  to  delay  the  community 
rating  requirement  for  basic  and  supplemental  health 
services  for  five  years  with  the  assurance  that  an 
HMO  so  exempted  will  employ  a  community  rating  program 
at  that  time. 

We  are  in  agreement  with  the  objectives  of  the  pro- 
vision; however,  we  strongly  believe  that  there  should 
be  no  statutory  provision  which  specifies  the  criteria 
and  method  of  rate  setting.     Requiring  HMO's  to  community 
rate  when  private  insurance  companies  can  use  experience 
rating  is  inequitable  and  we  urge  deletion  of  this 
provision  from  existing  law. 

Section  10  would  charge  this  Department  with  enforcement 
of  the  "dual  choice"  provisions  of  the  HMO  Act  and  spell 
out  detailed  enforcement  procedures  including  a  $10,000 
civil  penalty  for  noncompliance.     It  is  not  the  mission 
of  this  Department  to  enforce  civil  penalties,   and  the 
resources  needed  to  carry  out  such  enforcement  would 
only  detract  from  the  implementation  of  other  important 
program  functions.     Therefore,  we  propose  a  change  that 
would  simply  levy  a  $5,000  civil  penalty  for  noncompliance 
with  the  "dual  choice"  option  and  would  leave  the 
procedures  and  enforcement  of  this  provision  to  the 
usual  mechanism  of  the  Department  of  Justice. 
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We  suggest  that  the  provision   (Section  11)  concerned 
with  the  procedure  for  decertification  of  HMOs  in  respect  to 
the  dual  choice  option  be  deleted  because  it  is  unnecessary; 
it  would  be  more  appropriate  for  such  detailed  procedure 
to  be  spelled  out  in  regulations. 

In  addition,  we  feel  that  there  is  no  compelling  reason 
to  require  an  entity  to  be  subject  to  Federal  regulation 
under  title  XIII  of  the  PHS  Act  if  it  is  willing  to  forego 
all  the  benefits  of  that  title  and  repay,  with  interest, 
funds  it  has  received  under  that  title.     We  propose  that 
HMOs  subject  to  title  XIII  be  released  from  further 
regulation   (presently  required  in  perpetuity)  after 
twenty  years,  or  earlier  if  they  paid  back,  with  interest, 
funds  they  have  received  under  that  title,   but  that  they 
consequently  lose  all  benefits  under  the  law,  including 
certification  for  dual  choice. 

We  recommend  that  the  extension  provisions  of  Section  13 
be  substituted  by  a  one-year  extension  of  authority 
to  award  grants  and  contracts  for  feasibility,  planning, 
development,  and  initial  operation  and  loan  and  loan 
guarantees.     A  one-year  extension  of  these  authorities 
will  accomplish  the  Administration's  original  goal  of 


200 


-  20  - 


a  limited  five-year  demonstration  of  the  HMO  concept. 
In  addition,  we  oppose  the  appropriation  authorizations 
in  Section  13  and  recommend  instead  authorizations  of 
$18  million  for  FY  1976,  FY  1977,   and  FY  1978.  This 
is  consistent  with  the  level  in  the  President's  FY  1976 
budget . 

We  have  an  additional  recommendation,  Mr.  Chairman. 
Section  1310  of  the  Public  Health  ^Service  Act  requires 
certain  employers  to  include  in  any  health  benefits 
plan  offered  to  their  employees  the  option  of  member- 
ship in  a  health  maintenance  organization.  "Employer" 
is  defined  by  reference  to  the  Fair  Labor  Standards 
Act.     Because  that  Act  has  generated  substantial  liti- 
gation over  the  meaning  of  the  term  "employer,"  we 
believe  that  it  is  undesirable  to  define  employer  in 
Section  1310  by  reference  to  the  Fair  Labor  Standards 
Act.     A  more  general,   independent  definition,  based 
on  language  in  the  National  Labor  Relations  Act  and 
the  Labor-Management  Relations  Act,   1947,  would  reduce 
the  possibility  of  litigation  over  distinctions  not 
important  in  a  health  context  and  eliminate  possible 
difficulties  inherent  in  involving  two  agencies  in 
the  interpretation  of  the  same  complex  law. 
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H.R.  9019 

My  remarks  on  S.   1926  apply  to  the  similar  provisions 
in  H.R.   9019.     In  addition,  with  respect  to  that  bill", 
I  have  several  particular  comments. 

As  I  have  indicated  previously,  one  of  the  administra- 
tive improvements  we  have  made  as  a  result  of  our 
experience  with  the  program  and  in  response  to  concerns 
expressed  in  House  Committee  Report  94-518  has  been  a 
reorganization  of  the  operational  HMO  offices  within 
the  Department.     I  expect  these  changes  to  facilitate 
program  administration  and  believe  they  satisfy  the 
intent  of  the  amendment  of  H.R.   9  019  which  would  require 
administering  the  HMO  program  through  a  "single  identi- 
fiable administrative  unit."     Nevertheless,   I  believe 
the  amendment  should  be  deleted  not  only  because  it  is 
restrictive,   but  because  it  would  result  in  creating  a 
conflict  of  program  interests  by  combining  the  development 
of  HMOs  with  the  regulation  of  HMOs.     Further,  the 
Secretary  and  I  firmly  believe  that  we  should  be 
permitted  to  administer  Departmental  health  programs 
in  the  manner  we  deem  most  effective. 
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Similarly,  the  present  requirement  that  continuing 
regulation  of  HMOs  be  administered  in  the  Office  of 
the  Assistant  Secretary  for  Health  should  be  deleted. 

We  endorse  the  clarification  of  existing  law  which 
provides  that  an  employer  offer  an  HMO  option  under 
"dual  choice"   first  to  the  employees'  representative, 
if  any ?   and,   if  accepted  by  the  representative,  then 
to  the  individual  employees.     Under  present  law  and 
regulations,   if  an  employer  who  is  subject  to  the 
requirement  offers  the  options  to  a  collective 
bargaining  agent  representing  the  employees,  and 
the  agent  refuses,   the  employer's  obligation  would 
be  satisfied.     However,  if  the  agent  accepts,  the 
agent  could  also  elect  HMO  participation  for  the 
employees  represented.     This  amendment  would  assure 
that  each  individual  employee  chooses  to  participate 
before  joining. 
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Conclusion 

Mr.  Chairman,  at  the  risk  of  singling  out  issues  for 
special  attention,   I  must  nevertheless  state  in  closing 
that  in  our  view  the  critical  issues  on  HMO  development 
relate  to  the  dual  choice  and  qualification  provisions. 
These  provisions  should  be  intended  to  allow  HMOs  to 
compete  on  an  equal  footing  and  without  Federal  subsidy. 
HMOs  simply  cannot  be  expected  to  be  the  vehicle  for 
solving  the  basic  benefit  package  and  coverage  problems-- 
particularly  for  high  risk  groups--of  our  society.  This 
concept  is  particularly  important  in  light  of  the 
retention — albeit  with  a  five-year  deferral — of  the 
community  rating  provision  in  the  bill  you  are  consi- 
dering. 

In  general,  we  believe  that  the  administrative  ground- 
work for  a  solid  base  of  HMO  demonstration  has  been 
laid,  and  with  a  limited  one  year  extension  and  funding 
of  $18  million  annually  and  with  appropriate  amendments, 
as  discussed  above,  this  effort  can  accomplish  its 
original  objectives. 

Mr.  Chairman,   this  concludes  my  statement.     My  colleagues 
and  I  will  be  pleased  to  try  to  answer  any  questions  which 
you  or  the  other  members  of  the  Subcommittee  may  have. 
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CHART  I 


HMO  GOALS  AND  OBJECTIVES 

TO  ACHIEVE: 

•  HIGH  QUALITY  SERVICES 

•  COST  CONTAINMENT 


THE  HMO  PRACTICES: 

•  AMBULATORY  AND  PREVENTIVE  SERVICES,  PRIMARILY 

•  INPATIENT  CARE  ONLY  WHEN  MEDICALLY  NECESSARY 


ESTABLISHED  RECENTLY  FORMED 
"HMO'S"  "HMO'S" 

INPATIENT  DAYS  PER  1,000  HMO  MEMBERS  450  395 

INPATIENT  DAYS  PER  1,000  CONTROL  POPULATION  950  810 

PERCENT  SAVINGS  OF  HMO  PLANS  OVER  TRADITIONAL 

HEALTH  CARE  53  51 
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CHART  II 


HMO  COST  CONTAINMENT 


SUMMARY  OF  DATA  FOR  PRE-HMO  ACT  PLANS 


PERCENT  SAVINGS 
COMPARED  TO 

SOURCE  OF  DATA  CONTROL  POPULATION 

MEDICARE  12 
MEDICAID 

GROUP  HEALTH  ASSOCIATION  OF  21 
WASHINGTON,  D.C. 

GROUP  HEALTH  COOPERATIVE  OF  30 
PUGET  SOUND 

WAUSAU  STUDY  21 


ROEMER  STUDY 


10-20 
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CHART  III 


FEDERAL/STATE  PURCHASE  OF  HMO  SERVICES 


HMO  ENROLLEES 

PROGRAM  (1974  DATA) 

MEDICARE  379,000 
MEDICAID  300,000 
FEHBP  •  550,000 

TOTAL  ENROLLEES  1,229,000 


TOTAL  COST  OF  HMO  SERVICES,  PAID  BY  FEDERAL  $276,000,000 
AND  STATE  GOVERNMENTS  AND  ENROLLEES 

ESTIMATED  SAVINGS  OVER  TRADITIONAL  SERVICES  $  55,200,000 
FOR  SAME  POPULATION  (20%  OF  HMO  SERVICE  COSTS) 
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CHART  IV 


HMO  IMPACT  ON  QUALITY  OF  CARE 


SURGERY  PERFORMED  ONLY  WHEN  MEDICALLY  NECESSARY 

HMO      OTHER  PROVIDERS 

1960  DATA 

HOSPITALIZED  SURGICAL  CASES 

PER  1,000  PERSONS  PER  YEAR  49  60 


1975  DATA 

HOSPITALIZED  SURGICAL  CASES 

PER  1,000  PERSONS  PER  YEAR  54  90 

MEDICAID  ADMISSIONS  FOR  SURGERY 

PER  1,000  PERSONS  PER  YEAR  18  33 
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CHART  VIII 

STATUTORY  PRIORITIES  UNDER  TITLE  XIII 

PROJECTS  FUNDED   AWARDS 

DOLLARS 

PROJECTS  SERVING  NUMBER        PERCENT  (IN  MILLIONS)  PERCENT 

NONMETROPOLITAN  AREAS  31  18  $2.6  11.5 

MEDICALLY  UNDERSERVED  AREAS  25  14.5  1.8  8.1 
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CHART  IX 


FEDERAL  HMO  BENEFIT  REQUIREMENTS 

HMO  ACT  BASIC  BENEFITS  EXCEED  BENEFITS  OF  TYPICAL  INSURANCE 
PLANS. 

•  ALMOST  ALL  INSURANCE  PLANS  CONTAIN: 

-  LIMITATIONS 

-  EXCLUSIONS 

-  WAITING  PERIODS 

-  DEDUCTIBLES  AND  COINSURANCE 

•  INSURANCE  PLANS  ARE: 

-  EXPERIENCE-RATED 

-  NOT  SUBJECT  TO  OPEN  ENROLLMENT 

•  BROAD  BENEFITS  PACKAGE,  COMMUNITY  RATING,  AND 
ENROLLMENT  REQUIREMENTS  IN  HMO  ACT  PLACE  FEDERAL 
HMO's  AT  A  COMPETITIVE  DISADVANTAGE. 
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CHART  X 


COMPETITIVENESS  OF  QUALIFIED  HMO'S 


PRICE  COMPARISONS  OF  HMO  AND  INSURANCE  PLANS 

MONTHLY  RANGE  OF 

FAMILY  PREMIUM  FAMILY  PREMIUMS 

FEDERALLY  MANDATED  HMO 

BENEFIT  PACKAGE                                    $75  $57  -90 

TYPICAL  OPERATING  HMO                                 60  39  -82 

TYPICAL  BLUE  CROSS/BLUE 

SHIELD  PLAN                                              53  45  -65 

TYPICAL  INDEMNITY  PLAN                                48  21  -82 
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CHART  XI 


STATE  GOVERNMENT 
EMPLOYEE  HEALTH  PLAN  COSTS 


HMO  MUST  BE  COMPETITIVE  IN  STATE  EMPLOYMENT  MARKET 
SEGAL  STUDY 

•  65  PERCENT  OF  PRIVATE  EMPLOYERS  PAY  FULL  COST  OF 
INSURANCE. 

•  60  PERCENT  OF  STATE  PLANS  REQUIRE  EMPLOYEE 
CONTRIBUTIONS  OF  GREATER  THAN  ONE  HALF. 


MONTHLY 
EMPLOYEE 
PAYMENT 


MONTHLY 

STATE 
PAYMENT 


TOTAL 


ILLINOIS 


$35 


$23 


$58 


CALIFORNIA 


43 


16 


59 


MARYLAND 


32 


27 


59 
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Statement  Submitted  to 
Subcommittee  on  Health 
Committee  on  Labor  and  Public  Welfare 
United  States  Senate 

By  . 

NATIONAL  COUNCIL  OF  COMMUNITY  MENTAL  HEALTH  CENTERS 

2233  Wisconsin  Avenue,  N.W. 
Washington,  D.C.  20007 

Concerning 

HEALTH  MAINTENANCE  ORGANIZATION  AMENDMENTS  OF  1975 
S  1926 

November  12,  1975 


This  statement  is  presented  on  behalf  of  the  National  Council  of  Community 
Mental  Health  Centers  (NCCMHC)  representing  317  community  mental  health  centers, 
most  of  which  receive  federal  funding  under  the  Community  Mental  Health  Centers 
Act,  and  another  119  agencies  which  are  developing  CMHC  programs  or  which  have 
a  direct  interest  in  community  mental  health. 

NCCMHC  has  taken  a  strong  interest  in  the  development  of  health  maintenance 
organizations,  and  particularly  the  federal  initiative  to  stimulate  development 
of  new  HMO  programs  which  was  heralded  as  an  important  step  in  improving  the 
delivery  system  prior  to  the  enactment  of  national  health  Insurance. 

HMOs  which  provide  a  full  range  of  services  to  a  defined  population  (its  enrollees) 
can  indeed  have  a  major  impact  in  bringing  comprehensive  services  to  populations 
now  without  adequate  care,  while  at  the  same  time  emphasizing  prevention  and  health 
maintenance. 

As  this  committee  is  fully  aware,  the  network  of  federally-funded  community  mental 
health  centers  has  similar  goals:     to  provide  comprehensive  mental  health  services 
to  specified  populations  emphasizing  prevention.     The  services  provided,  either 
directly  or  through  contract  arrangements  with  other  agencies,  are  designed  to  meet 
all  of  the  mental  health  needs  of  the  catchment  area  —  from  preventive  care, 
inpatient  and  outpatient  services  to  the  important  new  services  to  be  required  under 
PL  94-63,  children's  services,  geriatrics  programs,  aftercare  and  screening  of 
individuals  being  considered  for  admission  to  state  institutions. 

The  federal  government  has  also  supported  other  programs  to  develop  systems  of 
care,  such  as  the  neighborhood  health  centers.     However,  whereas  the  requirements 
for  comprehensive  services  provided  by  both  CMHCs  and  community  health  centers  would 
be  expanded  under  PL  94-63,   the  Committee  is  now  considering  legislation  to  reduce  - 
the  benefits  available  to  HMO  enrollees. 
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If  the  federal  government  intends  to  encourage  the  initiation  of  new  health 
service  delivery  programs  such  as  HMOs,   it  is  extremely  important  that  these 
new  programs  be  comprehensive    There  are  already  a  substantial  number  of  HMO-type 
organizations  which  have  been  initiated  without  federal  funding  and  which  are  less 
than  comprehensive.     These  organizations  are  doing  well  without  federal  assistance. 
For  the  substantial  investment  of  federal  dollars  which  the  HMO  legislation  would 
provide  to  each  entity,  the  federal  government  has  the  right  to  expect  some  changes 
and  improvements  in  the  availability  and  accessibility  of  health  care  services. 
Moreover,  at  this  time  it  is  clear  that  national  health  insurance,  while  not 
immediately  imminent,   is  likely  to  be  enacted  within  the  next  several  years. 
Indeed,  part  of  the  rationale  for  the  HMO  program  was  to  strengthen  the  delivery 
system  and  build  in  cost-effective  mechanisms  for  health  care  delivery  prior  to 
enactment  of  NHI.     All  of  the  major  NHI  bills  recognize  the  validity  of  the  HMO 
concept,  and  would  provide  funding  to  enable  services  to  be  provided  in  such  a 
setting.     Hence,  the  question  of  non-competitiveness  of  the  HMO  becomes  moot  once 
NHI  is  enacted. 

We  believe  the  success  of  the  CMHC  program,  and  the  fact  that  a  number  of  centers 
(although  by  no  means  all  of  them)  will  be  able  to  operate  fully  comprehensive 
programs  once  their  federal  grants  run  out,  is  evidence  that  the  initiation  of 
complete  systems  of  health  care  by  the  federal  government  is  both  viable  and  highly 
effective  in  bringing  services  to  those  previously  without  adequate  care.  The 
concept  that  the  recipients  of  federal  funds  have  an  obligation  to  help  address 
national  problems  is  well  established  in  legislation  prepared  by  this  committee 
in  recent  years:     the  health  services  bill    (PL  94-63),  health  manpower  bill  and  health 
planning  legislation.     This  concept  seemed  also  to  be  clearly  established  in  the 
HMO  legislation. 

S  1926,     however,  would  make  a  number  of  major  changes  in  the  HMO  Act;  changes 
which  in  effect  alter  the  purpose  and  meaning  of  the  legislation. 

This  bill  would  eliminate  much  of  the  obligation  of  the  HMO  receiving  federal 
aid  to  address  the  vital  issues  of  accessibility  of  services  to  all  in  need, 
and  the  availability  of  fully  comprehensive  services  to  which  the  patient  would 
have  access  via  his  own,  primary  physician. 

S  1926    would  amend  the  current  law  to  eliminate  the  requirement  that  the  HMO 
have  an  open  enrollment  period  during  which  time  it  accepts  all  individuals, 
regardless  of  their  past  health  condition  or  any  other  factor.     This  amendment 
would  effectively  eliminate  the  role  of  the  HMO  in  providing  services  to  those 
individuals  who  now  are  unable  to  obtain  health  care  coverage,  those  who  for 
various  reasons  are  medically  underserved.     This  change  is  designed  to  make  the 
HMO  'competitive'  with  other  health  care  insurers  which  operate  in  the  market, 
which  ^receive  no  direct  federal  funding,  and  which  have  also  failed  to  solve  the 
problems  of  accessibility  and  maldistribution  of  services. 

If  the  federal  government  is  to  invest  substantially  In  HMOs,  it  has  the  right  to 
expect  that  individuals  now  unable  to  find  or  pay  for  the  treatment  they  require 
will  receive  services  as  a  result  of  this  investment. 

The  elimination  of  the  open  enrollment  period  also  permits  the  HMOs  to  discriminate 
against  certain  individuals,  and  in  all  probability  could  lead  to  discrimination 
against  those  with  previous  histories  of,   for  instance,  mental  illness. 
Historically,  mental  health  services  have  been  discriminated  against  in  health 
insurance  plans,  the  early  proto-type  HMOs  and  similar  organizations.  Elimination 
of  the  open  enrollment  period  is  an  invitation  for  continued  discrimination 
against  those  with  a  past-history  of  mental  illness  as  well  as  other  pre-existing 
conditions. 
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Once  again,  programs  Which  receive  federal  assistance  have  some  responsibility  to 
meet  the  health  care  needs  of  those  individuals  who  are  generally  excluded  from 
our  present  system. 

S  1926    also  reduces  the  comprehensiveness  of  the  services  which  would  be 
required  --  eliminating  the  very  important  service  of  medical  treatment  and 
referral  services  for  the  abuse  of  or  addiction  to  alcohol  or  drugs.  Coupled 
with  this  change  is  a  proposed  alteration  in  the  language  regarding  supplemental 
services  which  removes  the  patient's  option  to  choose  to  pay  for  coverage  of 
supplemental  services  and  enables  the  HMO  instead  to  decide  whether  or  not  it 
will  offer  the  patient  these  additional  services,   for  an  additional  capitation 
payment . 

As  a  result,   the  list  of  supplemental  services  in  this  legislation  would  give  only 
the  appearance  of  comprehensiveness.     In  fact,  given  the  general  opposition  among 
HMOs  to  fully  comprehensive  services  it  is  extremely  unlikely  that  any 
supplemental  services  will  be  offered  by  most  HMOs  under  the  terms  of  S  1926 
And  even  if  the  patient  would  like  this  coverage  and  is  willing  to  pay  for  it,  it 
will  not  be  available  to  him. 

Since  the  mental  health  services  required  as  basic  services  are  defined  as  "short 
term  (not  to  exceed  20  visits)  evaluative  and  crisis  intervention"  services,  and 
since  other  mental  health  services  are  supplementary  services,  this  language  would 
have  the  effect  of  eliminating  the  patient's  option  to  obtain  full  coverage  for 
mental  health  care.     HMOs  would  be  free  to  eliminate  all  but  the  basic  20  outpatient 
visits  from  their  mental  health  services.     NCCMHC  strongly  objects  to  such  a 
change.     Approximately  one  in  ten  Americans  are  believed  to  need  mental  health 
care  during  their  lifetime,  and  mental  and  emotional  illness  and  stress  are  clearly 
Interrelated  with  other  diseases  and  illnesses.     Coverage  of  mental  health  services 
is  economically  feasible,  as  shown  by  a  number  of  health  insurance  plans  which 
provide  extensive  coverage  of  mental  health  services.     Appended  to  this  statement 
is  a  summary  of  the  data  from  such  plans,  which  clearly  shows  that  the  costs  of 
such  coverage  are  reasonable,  and  that  utilization  is  not  excessive. 

NCCMHC  urges  that  all  HMOs  be  required  to  continue  to  offer  supplementary  services 
to  those  individuals  who  are  willing  to  pay  an  additional  capitation  payment  for 
such  coverage. 

The  elimination  of  alcohol  and  drug  abuse  services  from  the  list  of  basic  services 
is  extremely  inappropriate.     Alcoholism  is  a  major  social  disease  at  this  time, 
with  an  estimated  9  million  victims.     Drug  abuse  is  still  a  serious  problem  in  many 
communities.     The  services  required  under  the  previous  legislation  are  well 
within  the. scope- of  most  HMOs  —  medical  treatment  for  individuals  who  need 
immediate  assistance,  and  referral  services  to  specialized  treatment  programs 
within  the  community.     The  HMOs  are  not  required  to  provide  comprehensive 
programs  for  alcoholics  and  drug  abusers  —  including  detoxification,  treatment 
and  rehabilitation  —  as,  for  instance,  CMHCs  are  required  to  do,  but  to  ensure 
that  their  patients  have  access  to  such  services  outside  the  HMO.     NCCMHC  believes 
that  this  is  a  minimum  requirement  and  that  this  service  should  remain  a  part  of 
the  basic,  required  services  for  all  federally-funded  HMOs. 

Finally,  NCCMHC  would  like  to  propose  an  amendment  to  the  HMO  Act  to  reinstate 
the  language  which  was  contained  in  the  Senate  bill  of  the  original  HMO  legislation 
so  as  to  require  that  in  providing  mental  health  services  the  HMO  utilize 
existing  community  mental  health  centers  on  a  priority  basis. 
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This  language  was  not  contained  in  the  House  bill,  but  the  House  report   (H  Rept.  93-451] 
made  clear    the  Committee's  intent  that  HMOs  work  with  CMHCs  wherever  possible  and 
feasible,  in  order  to  ensure  that  services  were  not  being  duplicated: 

"Where  a  comprehensive  community  mental  health  center  is,  or  plans 
to  be,  serving  the  same  population  as  the  HMO  it  would  be  desirable 
for  the  mental  health  services  to  be  provided  by,  or  in  cooperation 
with,  that  community  mental  health  center.    The  community  mental 
health  centers  program,  which  places  considerable  emphasis  on  preven- 
tive consultation  and  education  services,  is  highly  compatible  with 
the  HMO  concept.     The  current  network  of  approximately  500  federally- 
funded  community  mental  health  centers  offers  a  unique  system  of  compre- 
hensive care  for  the  mentally  ill,  and  the  Committee  feels  that  HMOs 
should  not  attempt  to  duplicate  these  services  if  they  are  already 
available  in  the  community.     Arrangements  for  provision  of  mental  health 
care  through  community  mental  health  centers  might  be  based  on  formal 
contract  or  affiliation  agreements,  or     on  more  informal  referral 
arrangements  depending  upon  the  particular  situation ...  Such  arrange- 
ments can  greatly  strengthen  the  system  of  health  care  delivery  in  this 
country  and ...  cooperative  arrangements  are  desirable  as  new  HMOs  are 
formed. " 

The  conference  report  on  this  bill,  however,   failed  to  include  any  language 
encouraging  the  use  of  CMHCs.     And  although  the  proposed  HEW  draft  regulations  for 
HMOs  encouraged  the  utilization  of  CMHCs  on  a  priority  basis  and  cooperation 
between  the  federally  funded  CMHCs  and  the  federally  funded  HMOs  where  similar 
services  were  to  be  provided  to  the  same  community,  this  language  was  dropped  in 
the  final  regulations  as  a  result  of  pressure  from  HMO  groups. 

NCCMHC  believes  that  the  federal  government  cannot  afford  to  fund  similar  services 
in  two  different  programs  which  serve  the  same  population.     Where  a  CMHC  is  now 
established,  or  about  to  be  initiated  it  makes  no  sense  for  an  HMO  to  set  up  its 
own  mental  health  program.     The  CMHC  Amendments  of  1975   (PL  94-63)  recognize  this  fact 
by  requiring  that  CMHCs  work  wherever  possible  with  HMOs  in  their  area.     A  similar 
and  complementary  requirement  of  the  HMO  is  now  needed  to  ensure  that  this  working 
relationship  does  in  fact  develop. 

In  conclusion,  NCCMHC  urges  that  the  Committee  not  adopt  the  sections  of    S  1926 
cited  above  (Sec.   2,  4,  and  5)  regarding,  the  dropping  from  the  basic  services  of 
alcohol  and  drug  abuse  services,   the  change  to  make  supplementary  services 
optional  at  the  HMO's  discretion,  and  the  elimination  of  the  requirement  for  an 
'open  enrollment  period  during  which  time  individuals  will  be  accepted, 
regardless  of  previous  health  conditions. 

In  addition,  NCCMHC  urges  an  amendment  to  Sec.   1302  of  the  HMO  Act,   so  as  to 
restore  the  language  of  the  Senate  version  of  the  original  bill  to  require  that 
HMOs  provide: 

"(D)  short-term  (not  to  exceed  twenty  visits)  outpatient  evaluative 
and  crisis  intervention  mental  health  services,  utilizing  existing 
community  mental  health  centers  on  a  priority  basis" 
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APPENDIX 


THE  COSTS  OF 

COVERAGE  OF  MENTAL  HEALTH  CARE  UNDER  INSURANCE  PROGRAMS 


With  a  new  emphasis  on  community  based  treatment,  particularly  outpatient  and 
other  services  which  are  less  intensive  than  24  hour  inpatient  care,  the  » 
feasibility  of  covering  mental  health  services  under  health  insurance  programs 
has  increased. 

A  study  by  Louis  S.  Reed,  to  be  published  shortly  by  the  American  Psychiatric 
Association*  includes  data  from  several  health  insurance  plans  which  indicate 
the  feasibility  in  terms  of  costs  of  covering  extensive  mental  health  services, 
particularly  outpatient  care  and  other  alternatives  to  hospitalization.  Cited 
below  are  data  from  this  study,  which  reviewed  the  following  plans: 

*  Federal  Employee  Blue  Cross/Blue  Shield  High  Option  Plan 

*  United  Auto  Workers  health  insurance  plan 

*  Canadian  Health  Insurance  System 

Blue  Cross/Blue  Shield  for  Federal  Employees:     Considerable  data  is  now  available  on 
the  federal  employees  high  option  plan,  which  covers  about  4.5  million  people  and  is 
the  largest  private  health  insurance  plan  in  the  world.     This  plan  provides  extensive 
benefits:     full  coverage  for  365  days  per  admission  is  provided  for  hospital  care; 
physicians'   in-hospital  charges  are  covered  in  full;  under  supplemental  benefits  the 
plan  pays  80%  of  physicians  outpatient  charges,  subject  to  a  $100  deductible. 

As  the  high  option  plan  for  mental  health  benefits  was  initiated,  utilization 
rates  increased.     This  could  be  expected  in  any  program  as  new  benefits  are  added. 
However,  over  recent  years  the  rate  of  utilization  has  stabilized  at  around  7% 
of  all  benefits  under  the  plan.     (See  table  below) 

FEDERAL  EMPLOYEES  HEALTH  BENEFIT  PLAN  —  BLUE  CROSS/BLUE  SHIELD 
BASIC  BENEFITS,  HIGH  AND  LOW  OPTIONS  COMBINED 

Benefits  Paid  for 
Mental  Disorders        Total  Benefits  Paid  Percent 


1960-65 

$40.2 

$1,040.4 

3.9 

1966 

13.2 

277.2 

4 . 8 

1967 

18.1 

336.8 

5.4 

1968 

24.8 

405.0 

6.1 

1969 

30.4 

480.9 

6.3 

1970 

41.1 

601.9 

6.8 

1971 

49.1 

698.9 

7.0 

1972 

54.3 

760.4 

7.1 

1973 

61.6 

848.2 

7.3 

1974 

70.1 

979.1 

7.2 

SOURCE: 

Office  of  the  Actuary,  U.S. 

Civil  Service  Commission 

(9/12/74). 

Data  from  this  plan  also  reveal  that  80%  of  persons  receiving  inpatient  care 
for  nervous  and  mental  disorders  were  released  within  30  days,  and  accounted 
for  45%  of  the  total  charges.    The  89%  who  were  released  within  45  days  accounted 
for  62%  of  charges,  the  97%  released  within  90  days  accounted  for  84%  of 
charges  and  the  99%  released  within  120  days  accounted  for  91%  of  the  charges. 

*  Louis  S.  Reed,  "Coverage  and  Utilization  of  Care  of  Mental  Conditions  Under  Health 
Insurance:    Various  Studies",  in  press,  American  Psychiatric  Association,  1975. 
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(ii) 

With  regard  to  outpatient  care,   in  1973  persons  with  claims  for  mental  illness 
constituted  0.6%  of  the  total  covered  population.     Of  all  persons  incurring  mental 
health  charges,  62.2%  had  charges  of  less  than  $400  and  their  charges  amounted  to 
15.3%  of  the  total.     Another  28.5%  had  charges  of  between  $500  and  $1,999,  their 
charges  amounting  to  38.3%  of  the  total.     Another  7.2%  had  charges  between 
$2,000  and  $5,000  during  the  year,   their  charges  amounting  to  29.1%  of  the  total. 
Finally,   2%  had  charges  of  over  $5,000,  amounting  to  17.4%  of  the  total. 

UAW  Plan:     The  United  Auto  Workers  plan  provides  up  to  $400  a  person  a  year  in 
outpatient  mental  health  coverage,  and  45  days  of  inpatient  care.     There  are  no 
deductibles,  and  provided  the  patient  receives  care  from  an  accredited  group 
facility  there  is  no  copayment. 

A  recent  study  of  utilization  of  UAW  members  in  Baltimore,*  shows  the  cost  per 
enrollee  increased  from  $2.71  in  1967  to  $5.41  in  1970,  but  was  less  than  50e 
per  enrollee  per  month. 

The  study  compared  utilization  rates  between  those  who  visited  a  private 
practitioner  and  those  who  visited  the  Johns  Hopkins  clinic.     The  hospitalization 
rate  was  much  higher  among  the  patients  seen  through  f ee-f or-service  financing 
(52%  of  patients)  compared  with  those  using  the  clinic  (4%). 

Canadian  Health  Insurance  Programs:     The  Reed  study  included  a  review  of  the 
Canadian  federal-provincial  programs  of  hospital  and  medical  insurance,  which 
provide    care  for  mental  conditions  to  the  same  extent  as  for  other  conditions. 

In  1971,  hospital  separations  with  a  diagnosis  of  mental  illness  comprised  3.7% 
of  all  separations,  and  patient  days  for  mental  illness  were  5.7%  of  days  for 
all  conditions. 

In  1971,  1972  and  1973,  payments  for  outpatient  psychiatric  services  ranged  from 
43C  to  $3.15  per  covered  person  and  constituted  1.4%  to  5.4%  of  total  payments 
for  all  medical  services. 

Finally,   the  Reed  study  shows  the  extent  to  which  employees  in  a  cross  section  of 
American  industry  are  covered  for  mental  illness  under  their  employee  health  plans. 

Data  provided  by  the  Department  of  Labor's  Digest  of  Selected  Health  and  Insurance 
Plans ,   shows  in  1974,   that  68%  of  plans  studied  provided  the  same  hospital  benefits 
for  mental  conditions  as  for  other  conditions,  the  remaining  32%  had  reduced  benefits 
41%  of  the  plans  provided  the  same  outpatient  care,  45%  had  reduced  benefits  for 
mental  conditions,  8%  had  no  outpatient  coverage  for  either  mental  or  other 
conditions  and  5%  provided  greater  benefits  for  mental  than  other  conditions. 

Other  data  on  costs  of  inpatient  and  outpatient  mental  health  care  under  a  wide 
range  of  plans  are  shown  in  the  following  tables  extracted  from  Health  Insurance 
and  Psychiatric  Care:     Utilization  and  Cost** 


H.  R.   Spiro,  G.  M.   Crocettie  and  I.   Siassi:     "Fee-f or-Service  Insurance  versus 
Cost  Financing:     Impact  on  Mental  Health  Care  Systems",  American  Journal  of 
Public  Health  65:     139-143,  February  1975. 


**    L.   S.  Reed,  E.   S.  Myer,  and  P.   L.   Scheidemandel :     Health  Insurance  and 

Psychiatric  Care:  Utilization  and  Cost.  American  Psychiatric  Association, 
Washington,  D.C.  1972 
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(in) 

HOSPITAL  CARE  FOR  MENTAL  ILLNESS  —  COST  RATES  BY  BENEFIT  PERIOD,  1968-1969 

Cost  per  Percent  of  Average 

covered  person      cost  for  all        length  of 
Benefit  Period  (mental  illness)       conditions  stay  (mental) 


Less  than  30  days 

GHI  (NY)  Federal,  Low  Option  (10  days)  $0.34  0.8%  4.3 

Group  Health  Assn.  Federal       (10  days  +)  0.65  1.2  12.5 

Kaiser  Hawaii                              (20  days)  0.74  2.3  2.7 

N.Y.  City  Blue  Cross  (21  days  +  9  half  days)         1.47  3.0  16.3 

30-31  days 

Hawaii  Medical  Service,  Federal  0.40  1.1  7.9 

Tennessee  Blue  Cross  0.89  1.6  10.5 

Federal  Blue  Cross-Blue  Shield,  Low  Option  1.11  3.5  10.7 

New  York  (Syracuse)  Blue  Cross  1.60  3.8  13.4 

Postmasters  Benefit  Plan  1.70  2.2  75.3 

GHI  (NY)  Federal,  High  Option  1.74  2.6  11.1 

Kentucky  Blue  Cross  1.81  4.2  11.8 

Connecticut  Blue  Cross  1.84  4.4  12.7 

Maryland  Blue  Cross  1.93  3.0  14.1 

Western  Pennsylvania  Blue  Cross  1.94  2.8  10.8 

Philadelphia  Blue  Cross  1.98  3.1  15.2 

National  Assn.  of  Letter  Carriers  2.14  4.2  20.3 

National  Postal  Union  2.18  3.2  15.8 

St.  Louis  Blue  Cross  3.42  6.5  14.5 

45-50  days 

Kaiser  Oregon  (45  @  80%)  Federal  0.17  0.5  4.3 

Washington  Physicians  Service     (45)  00.89  2.8  7.5 

Kaiser  Southern  California  (45)  1.36  3.1  15.4 

Mail  Handlers  (45)  1.73  3.5  17.5 

Rural  Carriers  (45)  1.93  3.7  17.9 
United  Federation  of  Postal  Clerks 

(50  days/lifetime)  2.23  3.3  18.9 

70  days  and  over 

HIP  Federal,  Low  Option  (70)  1.22  2.5  5.8 

Delaware  Blue  Cross  (120)  1.45  3.2  23.6 

Ohio  (Cincinnati)  Blue  Cross  (70+)  2.64  4.5  16.0 

Federal  Blue  Cross/Blue  Shield,  High  Opt   (365)     3.23  5.0  16.3 

HIP  Federal,  High  Option  (365)  3.43  6.2  24.7 

American  Federation  of  Govt.   Employees  (200)         3.63  4.0  22.6 

Virginia  Blue  Cross  (70)           .  3.96  5.8  18.5 

Govt.   Employees  Hospital  Assn.    ($2,000  +  80% 

thereafter)  5.70  6.9  31.0 
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(v) 


HMO  Experience 

Studies  of  group  practice  organizations  demonstrate  that  mental  health  services 
can  be  provided  without  utilization  rates  and  costs  becoming  excessive  (5  per 
cent  of  HMO  premiums  for  mental  health  services).  Further  HMO  studies  indicate 
that  patients  treated  by  mental  health  providers  reduce  their  non-psychiatric 
physician  usage  within  the  HMO  by  a  significant  percentage  and  that  providing 
mental  health  services  through  the  HMO  results  in  savings  in  subsequent  years 
up  to  $240  per  case  or  20c  per  enrollee  per  month.** 

Conclusion 

The  cost  of  mental  illness  is  now  conservatively  measured  as  around  $30  billion  per  annum 
the  direct  cost  of  services  (including  the  expense  of  pre-payment  through  insurance) 
is  $10.4  billion,   equivalent  to  14%  of  all  health  care  expenditures  in  the  nation. 

Data  indicate  the  feasibility  of  covering  mental  health  services  under  insurance 
plans    without  severe  restrictions  or  limitations: 

'        The  costs  of  essentially  unlimited  mental  health  coverage  in  the 

Federal  Employees  Program  has  plateaued  at  around  7%  of  all  health 
benefits 

*  HMOs  estimate  five  per  cent  of  their  premium  for  the  provision  oi  limited 
mental  health  services 

*  in     CHAMPUS  program,  which  has  been  critized  for  escalating  mental 
health  costs,  ran  costs  constitute  19%  of  all  health  benefits  (high 
because  CHAMPUS  covers  care  not  available  in  military  hospitals, 
which  most  prominently  excludes  mental  health  services) 

*  More  than  two-thirds  of  the  employees  in  the  plans  studied  by  Louis 
Reed  have  nondiscriminatory  inpatient  coverage,  and  more  than  two- 
fifths  have  nondiscriminatory  outpatient  coverage  —  large  groups  of 
American  workers  clearly  already  have  substantial  mental  health  coverage 
where  utilization  rates  and  costs  have  not  proved  to  be  a  problem 


**  Goldberg,  Irving  D.   et  al  "Effect  of  a  Short-term  Outpatient  Psychiatric  Therapy 
Benefit  on  Utilization  of  Medicare  Services  in  a  Prepaid  Group  Practice  Medical 
Program"    Medicare  Care  8:419-428  (September-October  1970)  and  Follette,  William 
and  Cummings,  Nicholas  A.   "Psychiatric  Services  and  Medical  Utilization  in  a 
Prepaid  Health  Plan  Setting"    Medical  Care       5:   25-35   (January-February  19,67) 
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TITLE:       A  PILOT  STUDY"  COMPARING  THE  UTILIZATION  AND  HEALTH  CARE 
COSTS  INCURRED  BY  GROUP  AND  NONGROUP  ENROLLEES  OF  A 
PREPAID  GROUP  PRACTICE. 


PURPOSE  OF  THE  STUDY:    To  demonstrate  the  effects  of  an  open 

enrollment  on  the  utilization  of  plan  benefits  and  the 
cost  of  providing  those  benefits;  to  provide  an 
empirical  base  line  describing  the  effects  of  nongroup 
enrollees  for  plans  contemplating  instituting  a  policy 
of  open  enrollment. 


METHOD  USED:    Utilizing  the  data  files  of  the  Clinic,  all 

enrollees  of  the  Greater  Marshfield  Community  Health  Plcn 
were  categorized  according  to  group  and  nongroup  status. 
They  were,  then  placed  into  frequency  distributions 
describing  outpatient  utilization,  inpatient  utilization, 
cost  of  outpatient  care,  cost  of  inpatient  care,  and 
total  health  care  costs  incurred.    These  distributions 
were  tested  to  determine  whether  the  observed 
distributions  corresponded  to  expected  experience.  A 
second  study  similar  in  structure  to  the  first  was 
undertaken  describing  only  those  group  and  nongroup 
enrollees  with  at  least  six  months  experience  in  the 
plan  prior  to  the  study  year. 


SIGNIFICANT  FINDINGS  AND  CONCLUSIONS:    Compared  to  group  enrollees 
of  the  total  plan,  nongroup  members  have  higher  utili- 
zation and  health  care  costs.    The  difference  in  the 
health  care  behavior  between  group  and  nongroup  enrollees 
with  prior  experience  is  less  than  that  of  the  total 
plan.    It  is  not  prohibitive  for  the  GMDHP  to  provide 
benefits  to  nongroup  enrollees. 


RECOMMENDATIONS:    The  GMCHP  should  continue  to  practice  its  policy 
of  open  enrollment.    This  study  should  be  taken  as  a 
base  line  describing  one  plan's  experience  with  nongroup 
enrollees  and  may  encourage  other  plans  to  consider  such 
a  policy. 
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PREFACE 


Many  studies  have  compared  the  utilization  of  health  ser- 
vices under  prepaid  group  practices  to  the  fee-for-service 
system.    Although  the  findings  of  these  papers  have  demonstrated 
something  of  the  value  of  prepaid  programs,  the  population  served 
by  many  such  plans  is  often  not  comparable  to  the  total  population. 
Recent  state  and  federal  legislation  is  forcing  prepaid  health 
plans  to  offer  their  benefit  packages  to  a  broad  range  of  consumers 
irrespective  of  employment  or  pre-existing  medical  conditions. 

This  study  is  an  attempt  to  describe  the  experience  of  a 
prepaid  group  health  plan  with  its  open  enrollment  population. 
Asa  pilot  study  on  ayoirg  plan,  the  findings  may  not  apply  to 
health  plans  other  than  the  Greater  Marshfield  Community  Health 
Plan. 

My  gratitude  and  appreciation  are  extended  to  a  numbev  of 
people:   James  M.  Ensign,  Executive  Director  for  his  encourage- 
ment in  pursuing  this  topic  and  the  use  of  the  resources  of  the 
Marshfield  Clinic;  Frederick  Wenzel,  Executive  Director  of  the 
Marshfield  Clinic  Foundation  for  Medical  Research  and  Education, 
for  his  aid  and  counsel;  Dennis  Krahn,  Senior  Systems  Analyst- 
Programmer,  for  his  patience  and  interpretive  skills;  Donald 
Nystrom,  Manager  of  Prepaid  Programs;  Kathy  Parbel,  Executive 
Secretary;  and  Greg  Nycz,  Data  Comptroller,  whose  time  was 
always  available  for  needed  advice* 


* 


Ingo  Angermeier* 
Marshfield  Clinic 
Marshfield,  Wisconsin 
May  10,  1974 


Presently  -•    .    .    ..    •  ' 
Associate  Director 

Creighton  Omaha  Regional  Health  Care  Corp. 
2305  South  10th  Street 
Omaha,  Nebraska  68108 
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CHAPTER  I 
INTRODUCTION 

A  -  Background  Information 

The  health  care  delivery  system  of  the  United  States  has 
been  the  subject  of  increasing  scrutiny  by  health  care  professional 
public  lawmakers,  and  the  consumers  of  health  care.    Much  dis- 
satisfaction has  been  expressed  over  discontinuity  of  care,  in- 
consistent quality  of  care,  and  poor  accessibility—all  in  the  . 
face  of  rapidly  rising  costs. 

The  recent  development  of  Health  Maintenance  Organizations 
(HMOs)  has  been  hailed  by  many  as  the  savior  of  the  American 
health  care  delivery  system.    HMOs  are  generally  thought  to 
be  organizations  contracting  directly  with  consumers  to  provide 
a  comprehensive  package  of  health  care  services  at  a  fixed 
price  to  the  alleged  end  of  maintaining  health  as  opposed  to 
active  disease  treatment.    The  number  of  definitions  of  what 
an  HMO  is  and  does  is  matched  only  by  the  number  of  organiza- 
tions claiming  to  practice  health  maintenance. 

In  spite  of  their  widely  varying  organizational  structures 
and  benefit  packages,  proponents  of  HMOs  insist  on  comparing 


232 


2 

their  utilization  rates  and  hospital  inpatient  days  to  both  each 
other  and  the  alternative  fee-for-service  system.    The  publications 
they  generate  extolling  their  merits  bulge  with  statistics  claiming 
that  emphasis  on  preventative  outpatient  care  has  lowered  hospital 
inpatient  utilization  to  less  than  half  the  national  average.  * 

However,  should  not  the  HMO  compare  utilization  rates  of  like 
populations  for  any  such  "comparisons  to  be  valid?   Few  HMOs 
allow  enrollment  for  those  over  65.    Few  HMOs  provide  services 
to  those  on  Medicaid.    Few  HMOs  open  their  enrollment  to  those 
that  are  not  members  of  an  employee  or  union  group.    Most  of 
those  that  do  require  physicials  to  eliminate  coverage  for  pre- 
existing conditions  or  require  security  deposits.    While  HMOs 
experience  lower  rates  of  hospitalization  than  the  national  average, 
it  remains  unclear  whether  they  do  so  as  a  result  of  their  emphasis 
on  maintenance  or  as  a  result  of  their  enrollment  selectivity. 
Until  such  time  as  these  prepaid  group  practices  can  demonstrate 
their  claims  of  lower  utilization  and  greater  cost  effectiveness 
on  the  population  at  large,  their  claims  of  efficiency  will  remain 
questionable. 

If  current  legislation  is  any  indication  of  lawmakers 
preferences,  prepaid  group  practices  will  be  increasingly  en- 

1.      I.  S.  Falk,  "Prospects  for  Prepaid  Group  Practice,  "  American 
Journal  of  Public  Health,  Vol.  59  (January,  1969.  ) 
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couraged  to  open  their  enrollment  policies.    As  of  1973,  eight 
of  the  twelve  states  which  have  enacted  HMO  legislation  are 
requiring  some  form  of  enrollment  beyond  closed  employee 
groups.    These  laws  indicate  that  prepaid  group  practices  must 
open  their  enrollments  at  least  somewhat  after  a  given  length 
of  developmental  time --usually  two  years. 

The  "Health  Maintenance  Organization  Act  of  1973"  sets 
the  guidelines  for  a  federally  certified  HMO.    Section  301.4  of 
this  act  states  that  an  HMO  nrrst  "have  an  open  enrollment  period 
of  not  less  than  30  days  at  least  once  during  each  consecutive 
twelfth  month  period  during  which  enrollment  period  it  accepts, 
up  to  its  capacity,  individuals  in  order  in  which  they  apply  for 
enrollment,  .  .  .  "^   It  is  becoming  increasingly  more  clear 
that  for  HMOs  to  continue  their  popularity  as  a  viable  alternative 
to  the  existing  health  care  delivery  system,  they  must  open  their 
enrollments  to  serve  the  entire  populus. 
B  -  Purpose  and  Scope  of  this  Study 

This  study  is  being  undertaken  to  demonstrate  the  effects 
(or  lack  thereof)  of  an  open  enrollment  on  the  utilization  and  costs 
of  providing  care  in  a  prepaid  group  practice.    For  prepaid  plans 
to  fairly  justify  their  claim  as  a  low  cost  alternative  health  care 

2.     Health  Maintenance  Organization  Act  of  1973,  (Washington 
Government  H-inting  Office,  Washington,  D.  C.  ,  1973.) 
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delivery  system,  they  must  do  so  by  servicing  a  cross  section 

of  the  population. 

C  -  Review  of  the  Literature 

A  review  of  the  literature  describing  group  and  nongroup 
experience  in  the  HMO  setting  does  more  to  demonstrate  the  need 
for  further  study  in  the  area  than  shed  much  light  on  the  topic. 
This  is  due  largely  to  the  fact  that  few,  if  any,  other  HMOs  open 
their  enrollments  to  a  population  at  all  comparable  to  the  total 
population. 

In  contrast  to  their  reluctance  to  provide  services  to  the 
entire  population,  the  proponents  of  many  of  these  prepaid  plans 
compare  their  rates  of  utilization  of  care  to  that  of  the  general 
public  or  some  other  incomparable  group  of  consumers.  Such 
comparisons  are  invalid  largely  because  of  the  selection  process 
of  those  considered  eligible  for  the  plan.    Some  examples  of 

3.     Ray  Bloomberg,  "Group  Practice  Hospital:   How  Seattle  Plan 
Works,  How  Doctors  are  Paid,  "   Modern  Hospital,  Vol.  112 
(May,  1969.) 

Gunnar  Fredriksen,  "HMO's:   New  Horizons  or  Organizational 
Nightmares?"   Hospital  Progress,  Vol.  53  (April,  1972),  p.  44. 

Gordon  K.  MacLeod  and  Jeffrey  A.  Prussin,  "The  Continuing 
Evoluation  of  Health  Maintenance  Organizations,  "   New  England 
Journal  of  Medicine,  Vol.  288  (March  1,  1973),  p.  442. 

Greer,  Williams,  "Kaiser:   What  is  it?    How  Does  it  Work? 
Why  Does  it  Work?"   Modern  Hospital,  Vol.  116  (February 
1971),  p.  78  &  83. 
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eligibility  requirements  used  to  "weed  out"  alleged  high  risk 

groups  include  employment  with  an  acceptable  group,  a  pre- 

enrollment  physical  to  screen  pre-existing  conditions,  a  large 

initial  capital  investment,  or  ownership  of  a  home.  "These 

medical  care  systems  (HMOs)  cater  essentially  to  the  working 

populations.    The  socioeconomic  population  distribution  is 

truncated  because  the  very  poor  and  the  wealthy  are  not  included. 

Particularly  if  poor  populations  are  excluded,  HMOs  are  not 

likely  to  have  the  widespread  significance  in  solving  the  problems 

4 

in  universal  access  to  medical  care. 

A  study  completed  by  Densen,  Shapiro,  and  Einhorn  con- 
firmed that  high  utilizers  of  care  tend  to  remain  high  and  low 
utilizers  of  care  tend  to  remain  low.    While  no  attempt  is  made 
in  the  study  to  correlate  high  utilization  with  socioeconomic 
characteristics,  the  work  implies  such  a  relationship.    A  draw- 
back of  the  study  is  that  no  attempt  is  made  to  correlate  utilization 

5 

with  cost  of  providing  care. 

4.  Ernest  Saward  and  Merwyn  R.  Greenlick,  'Health  Policy  and 
the  HMO,  "   Milbank  Memorial  Fund  Quarterly,  Vol.  50 
(April,  1972),  pa  169. 

5.  Paul  M.  Densen,  Sam  Shapiro,  and  Marilyn  Einhorn,  "Con- 
cerning High  and  Low  Utilizers  of  Service  in  a  Medical  Care 
Plan,  and  the  Persistence  of  Utilization  Levels  Over  a  Three 
Year  Period,  "   Milbank  Memorial  Fund  Quarterly,  Vol.  37 
(July,  1957),  p.  217. 
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Research  by  Greenlick,  Freeborn,  Colombo,  Prussin,  and 
Saward  compares  the  utilization  of  medical  care  services  by  the 

general  membership  of  a  prepaid  group  plan  to  that  of  an  OEO 

Comprehensive  Neighborhood  Health  Center  program.  Findings 

from  the  study  are,  however,  non-generalizable  to  the  total 

public  in  that  the  selection  criteria  for  the  OEO  population  included 

families  with  specific  known  health  problems  requiring  attention.  ^ 

A  research  report  conducted  by  Dr.  Robert  L.  Peterson 

comparing  inpatient  and  outpatient  utilization  of  like  populations 

concluded  that  inpatient  hospital  admission  rates  are  generally 

lower  for  prepaid  group  practice  enrollees  than  for  comparable 

holders  of  private  insurance  policies.    While  the  results  of 

this  study  are  conclusive,  the  groups  involved  again  do  not  repre- 

n 

sent  a  cross  section  of  the  population. 

While  these  and  other  studies  describing  how  prepaid  group 
practices  affect  the  utilization  rates  of  their  enrollees  are  useful, 
they  do  not  describe  a  situation  where  care  is  provided  to  a  cross 
section  of  the  population.    "What  is  regarded  as  the  crucial  test 

6.     Merwyn  R.  Greenlick,  Donald  K.  Freeborn,  Theodore  J. 

Colombo,  et  al,  "Comparing  the  Use  of  Medical  Care  Services 
by  a  Medically  Indigent  and  a  General  Membership  Population 
in  a  Comprehensive  Prepaid  Group  Practice  Program,  " 
Medical  Care,  Vol.  10  (May-June,  1972),  p.  187. 

7„     Robert  L.  Robertson,  "Comparative  Medical  Care  Use  Under 
Prepaid  Group  Practice  and  Free  Choice  Plans:  A  Case  Study," 
Inquiry,  Vol.  9  (September,  1972),  p.  70. 
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for  the  prepayment,  capitation,  group  plan  would  be  its  record 

in  serving  these  segments  of  the  population  usually  excluded 

from  medical  plans  restricted  to  the  gainfully  employed.  There 

is  a  lively  curiosity  about  how  a  prepaid  plan  would  fare  with  a 

low  income  group.  "^ 

Another  important  issue  is  the  extent  to  which  congressional 
action  will  force  some  form  of  community  rating  on  HMOs.  It 
seems  far  better  for  this  issue  to  be  resolved  in  the  context 
of  national  health  insurance  legislation  than  in  statutes  per- 
taining to  HMOs.    If  HMOs  are  forced  to  community  rate  all 
or  large  numbers  of  their  enrollees,  such  a  constraint  can 
only  be  viewed  as  a  severe  hindrance  to  their  development 
and  expansion,  particularly  if  open  enrollment  is  required.  ^ 

This  study  will  compare  the  health  care  experience  of  group 

and  nongroup  enrollees  in  a  community- rated  prepaid  group  plan 

who  are  comparable  to  the  fee-for- service  population  of  the  same 

area. 

D  -  Definition  of  Terms 

Listed  below  are  definitions  of  certain  terms  which  will  be 
referred  to  throughout  the  text  of  this  paper.    These  definitions 
are  meant  to  lend  continuity  to  this  study  and  may  or  may  not 
correspond  with  definitions  found  elsewhere. 


8.  '  "Prepaid,  Capitation,  Group-Practice  Plans  of  Health  Care 

Including  Health-Maintenance  Organizations,  "  New  York  State 
Journal  of  Medicine,  Vol.  71  (September,  1971),  p.  2211. 

9.  '  Robert  D.  Eilers,  "The  Implications  of  HMO's  for  Private 

Insurers,"  Inquiry,  Vol.  10  (March,  1973),  p.  62-63. 
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Greater  Marshfield  Community  Health  Plan  (GMCHP):  GMCHP 
is  a  prepaid  group  practice  health  plan  sponsored  by  the  Marsh- 
field  Clinic,  St.  Joseph's  Hospital,  and  Wisconsin  Blue  Cross  - 
Surgical  Care  Blue  Shield.    The  plan  is  described  as  an  HMO 
offering  a  comprehensive  range  of  benefits  for  a  fixed  monthly 
fee  with  emphasis  on  the  elimination  of  barriers  toward  re- 
ceiving maintenance  type  care. 

Eligible  Population:    The  population  eligible  for  enrollment 
in  GMCHP  is  any  person  or  persons  under  age  65  who  live  and/ 
or  work  in  Marshfield  or  30  defined  contiguous  townships 
surrounding  the  Marshfield  area.    (See  appendix  A  for  map 
of  the  Greater  Marshfield  Community  Health  Plan  area. ) 

Group  Member:   A  group  member  is  an  enrollee  in  GMCHP 
who  enters  the  plan  within  a  block  of  five  or  more  contracts. 
This  block  is  a  group  of  persons  associated  for  some  purpose 
other  than  the  sole  ends  of  purchasing  insurance. 

Nongroup  Member:  A  nongroup  member  is  an  enrollee  in 
the  Greater  Marshfield  Community  Health  Plan  who  contracts 
directly  with  the  plan  for  either  himself  or  his  family. 

Community-Rating:   Community -rating  is  the  setting  of  an 
insurance  charge  based  on  the  experience  of  the  entire  eligible 
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population.    All  insurees  are  charged  the  same  contract  rate 
irrespective  of  their  place  of  employment,  past  insurance 
experience,  or  present  medical  condition. 

Experience  -  Rating:   Experience -rating  is  the  determination 
of  an  insurance  charge  which  varies  within  the  insured  block 
according  to  some  predetermined  parameters.    The  GMCHP 
offers  only  a  community  rate  in  that  all  plan  participants, 
whether  group  or  nongroup,  are  charged  the  same  contract 
rate. 

Open  Enrollment  Period:    An  open  enrollment  period  is  a 
designated  length  of  time  during  the  year  when  any  eligible 
person  or  persons  may  join  the  GMCHP.  Nongroup 
enrollees  must  enroll  during  such  periods  while  group 
contracts  are  accepted  at  any  time.    This  is  done  to  pro- 
tect the  plan  from  those  who  would  enroll  with  the  intent 
to  satisfy  some  known,  significant  medical  problem. 

Encounter:  An  encounter  is  an  ambulatory  contact  between 
the  patient  and  the  provider  of  health  care.    "Provider  refers 
to  a  physician,  oral  surgeon  or  other  person  primarily  responsible 
for  assessing  the  condition  of  the  patient,  for  exercising  inde- 
pendent judgement  as  to  the  care  of  the  patient,   and  for 


240 


10 


services  rendered  for  a  given  encounter.  "  Physician 
assistants,  nurse  practitioners,  speech  therapists,  and 
audiologists  may  be  considered  as  providers  of  care. 

Because  the  Marshfield  Clinic  does  fill  out  encounter 
forms,  encounters  have  been  approximated  from  computer 
records  of  patient  registrations.    One  patient  seeing  one  pro- 
vider on  one  day  is  tallied  as  one  encounter.    One  patient 
seeing  three  providers  on  one  day  is  tallied  as  having  three 
encounters.    Laboratory  tests  and  X-ray  procedures  are 
assigned  to  the  provider  ordering  the  tests.    If  no  face-to-face 
contact  occurs  between  the  patient  and  the  provider  ordering 
the  tests,  an  encounter  is  tallied  for  the  procedure  because  it 
represents  the  expenditure  of  a  health  care  resource.  If 
such  contact  should  occur,  the  tests  are  included  with  the 
contact  encounter  and  only  one  encounter  is  tallied.  En- 
counters are  tallied  for  ambulatory  contacts  where  no  charge 
is  made. 

Inpatient  Days:   Inpatient  days  are  the  number  of  days  of 
service  rendered  on  an  inpatient  basis  counted  from  the  day 
of  admission  to  the  day  before  discharge. 


Guidelines  for  Producing  Uniform  Data  for  Health  Care 


Plans,  (DHEW  Pub.  No.  HSM  73-3005,  1972),  p.  34. 
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Cost  of  Providing  Care:    The  cost  of  providing  care  is  that 
amount  of  resources  (expressed  in  dollars)  expended  by  the 
GMCHP  in  providing  its  enrollees  with  contracted  benefits 
during  a  given  period.    For  purposes  of  this  study,  the  cost 
of  providing  care  is  approximated  according  to  the  limita- 
tions defined  in  Chapter  II. 
E  -  Clinic  Setting 

The  Marshfield  Clinic  was  founded  as  a  multispecialty  group 
practice  in  1916  by  six  physicians.    From  this  group  has  developed 
the  present  organization  of  120  physicians  representing  26  specialty 
and  subspecialty  departments.    In  the  year  1973,  the  Marshfield 
Clinic  had  212,014  registrations. 

On  March  1,  1971,  the  Clinic,  in  conjunction  with  St. 
Joseph's  Hospital  and  Wisconsin  Blue  Cross -Surgical  Care  Blue 
Shield,  began  serving  patients  under  the  Greater  Marshfield 
Community  Health  Plan.    Negotiations  between  the  three  parties 
sponsoring  the  plan  had  been  underway  approximately  one  year 
prior  to  the  plan's  opening.    (See  Appendix  B  for  an  organiza- 
tional chart  of  the  GMCHP.  ) 

Two  objectives  of  the  plan  were  "to  establish  the  cost  of 
high  quality  medical  care  in  this  type  of  program  in  rural  Wis- 
consin, and  to  make  the  same  comprehensive  care  available  to 
all  citizens  within  the  Greater  Marshfield  area.  "   In  line  with 
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the  first  objective,  plan  benefits  were  made'as  comprehensive 
as  practical.    (See  Appendix  C  for  provisions  of  the  Greater 
Marshfield  Community  Health  Plan.  )  Meeting  the  second 
objective  involved  opening  the  plan's  enrollment  to  individual 
community  members  as  well  as  employee  groups.  Individual 
enrollees  are  treated  exactly  as  group  members  of  the  plan.  No 
one  receives  a  pre -enrollment  physical  to  screen  for  pre-existing 
conditions;  no  initial  deposits  are  required;  and  all  enrollees  are 
charged  the  same  monthly  contract  rate. 

Enrollment  in  the  GMCHP  has  grown  from  9,  848  par- 
ticipants in  January  of  1972  to  over  17,500  two  years  later. 
This    ^presents  approximately  40  percent  of  the  population 
eligible  for  the  plan. 

Because  of  the  large  referral  nature  of  the  Marshfield 
Clinic,  the  GMCHP  represents  less  than  12  percent  of 
the  gross  income  of  the  Marshfield  Clinic. 

In  the  fall  and  winter  of  1973,  the  GMCHP  expanded  its 
target  area  to  include  two  contiguous  counties,  Clark  and 
Taylor.    Experience  from  these  affiliated  plans  will  not  be 
included  in  this  study  due  to  their  presently  small  enrollments. 

If  anticipated  income  would  motivate  a  physician's  regi- 
mine  of  treatment,  the  fee-for-service  patient  may  tend  to  be 
"over -treated"  while  the  GMCHP  patient  would  receive  less 
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care.    However,  all  providers  of  care  at  the  Marshfield  Clinic 
are  salaried  employees.    Further,  from  the  outset  of  the  plan, 
Clinic  physicians  indicated  a  preference  toward  treating  plan 
members  in  the  same  manner  as  fee-for- service  patients.  To 
facilitate  this,  physicians  are  given  no  information  regarding 
any  patient's  method  of  payment.    The  Marshfield  Clinic  phy- 
sicians do  not  know  whether  or  not  the  patient  they  are  treating 
is  a  member  of  the  GMCHP.    (An  unpublished  report  completed 
by  Joel  Broida  confirmed  this.  )   The  utilization  rates  and  cor- 
responding costs  of  providing  care  presented  in  this  study  com- 
pare group  and  nongroup  experience  ordered  by  a  physician  whose 
actions  are  not  guided  by  knowledge  of  the  patient's  method  of  payment. 
F  -  The  Hypotheses 

The  Greater  Marshfield  Community  Health  Plan  serves  a 
population  which  has  been  shown  to  represent  a  true  cross  section 
of  the  total  population  of  the  same  area.    Most  operating  HMOs 
limit  their  enrollment  to  include  only  low  risk  employee  groups. 
Since  lawmakers  are  encouraging  prepaid  health  plans  to  broaden 
their  eligibility  requirements,  a  comparison  of  the  GMCHP' s  ex- 
perience with  providing  care  to  group  and  nongroup  enrollees  may 
be  helpful  to  plans  broadening  their  eligibility  requirements  to 
include  nongroup  enrollees. 

The  primary  hypothesis  of  this  study  is  that  the  utilization 
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and  cost  of  providing  health  care  to  nongroup  enrollees  of  the 
GMCHP  does  not  differ  significantly  from  the  experience  of  the 
group  enrollees.    This  notion  leads  to  several  secondary  hypo- 
theses to  be  tested.    Briefly  stated,  these  are  that  the  nongroup 
enrollees,  compared  to  the  group  members,  will  incur:    1)  the 
same  rate  of  outpatient  encounters;    2)  the  same  number  of  inpatient 
days;   3)  the  same  costs  for  outpatient  services;   4)  the  same  costs 
for  inpatient  care;   and   5)  the  same  costs  for  total  health  care 
services  provided.  - 
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CHAPTER  II 
METHODOLOGY 

A  -  Study  Design 

In  order  to  describe  the  GMCHPs  group  and  nongroup 
experience  in  detail,  percentage  frequency  distributions  of 
group  and  nongroup  enrollees  were  generated.    These  distri- 
butions categorized  enrollees  by  number  of  encounters,  number 
of  inpatient  days,  and  dollar  intervals  describing  cost  of  out- 
patient care,  inpatient  care,  and  total  health  care  costs.  This 
study  will  include  data  from  all  persons  enrolled  and  active 
in  the  plan  from  July  1,  1972  through  June  31,  1973.  1   A  full 
year  cycle  is  chosen  to  eliminate  seasonal  variations  in  the 
utilization  of  health  care.    The  specific  year  chosen  for  this 
study  represents  a  time  period  during  which  the  capitation  rate 
paid  the  Clinic  and  per  diam  rate  paid  the  hospital  remained  the 
same.    Enrolee  subscription  fees  were  also  constant. 

1.  To  simplify  data  collection  and  display,  the  experience 
of  persons  entering  or  exiting  the  plan  during  the  study 
year  will  not  be  included. 
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The  use  of  encounters  as  a  measure  of  outpatient  utiliza- 
tion carries  with  it  certain  limitations  which  must  be  noted. 
The  definition  of  encounter  usually  varies  from  one  institution 
to  another.    Often  it  is  described  as  a  face-to-face  contact 
between  an  enrollee  and  a  physician.    Using  this  definition,  the 
degree  to  which  various  plans  utilize  paramedical  personnel  can 
become  important.    For  purposes  of  this  study,  the  definition  of 
encounter  is  meant  to  reflect  some  measure  of  the  number  of 
ambulatory  health  care  resources  expended  by  an  enrollee 
(see  page  9  for  GMCHPs  definition  of  encounter.  )   In  light  of 
potential  discrepancies  between  what  various  plans  define  as 
an  encounter,  care  must  be  taken  in  comparing  GMCHPs  out- 
patient encounter  rate  to  that  of  other  plans.    However,  insofar 
as  encounters  are  tallied  in  the  same  manner  for  group  and 
nongroup    enrollees  within  this  study,  the  relationship  between  . 
the  grpup  and  nongroup  experience  should  be  of  value. 

The  method  of  tallying  enrollee  inpatient  days  is  a  bit  more 
straightforward  and  universal  among  prepaid  plans.  Comparison 
to  the  GMCHPs  experience  is,  however,  subject  to  the  limitation 
of  its  broad  eligibility  requirements  for  enrollment. 

Besides  comparing  the  utilization  rates  of  group  and  non- 
group  enrollees,  the  costs  of  providing  care  to  these  units  will 
be  described.    Because  of  the  aforementioned  difficulties  in- 


247 


17 


volved  in  the  comparison  of  encounter  rates,  the  costs  of  pro- 
viding these  outpatient  services  will  be  compared  for  the  two 
units.    Subject  to  the  limitations  of  the  costing  method  used, 
this  comparison  should  reveal  in  terms  of  dollars  how  many- 
more  or  less  health  care  resources  must  be  applied  to  the 
nongroup   members  of  the  GMCHP. 

A  comparison  of  the  costs  of  providing  inpatient  care  to 
group  and  nongroup  enrollees  includes  both  the  costs  of 
hospitalization,  and  the  cost  of  physician  services  related  to 
hospitalization.    The  hospital  costs  of  the  plan  are  computed 
by  multiplying  the  number  of  inpatient  days  experienced  times 
the  per  diem  rate  paid  the  hospital  ($90.  00  per  person  per  day 
during  the  time  of  this  study.  )   The  cost  of  physician  services 
related  to  inpatient  hospitalization  is  an  approximation  of  the 
resources  expended  by  the  Clinic  subject  to  the  limitations 
described  in  Section  D  of  this  chapter. 

The  last  frequency  distribution  describing  the  total  costs 
of  providing  prepaid  health  care  to  group  and  nongroup  enrollees 
is  a  summation  of  the  above  two. 
B  -  Study  Approach 

The  initial  portion  of  this  study  describes  one  year's 
experience  of  the  GMCHP  with  its  group  and  nongroup  enrollees 
beginning  July  1,  1972.    Since  the  plan  began  offering  its  benefits 
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on  March  1,  1971,  the  findings  of  this  study  would  reflect  the 
experience  of  a  relatively  new  prepaid  plan  with  its  open 
enrollment. 

A  major  fear  of  plans  contemplating  an  open  enrollment 
as  is  present  in  the  GMCHP  is  the  notion  that  nongroup  enrollees 
may  join  to  satisfy  some  large,  known,  unmet  medical  need. 
Assuming  that  this  phenomenon  does  occur  to  some  extent,  it 
would  seem  logical  to  conclude  that  as  these  health  care  needs 
ore  satisfied,  the  phenomonen  will  occur  to  a  lesser  degree  in 
each  succeeding  open  enrollment  period.    The  open  enrollment 
period  will  work  to  deplete  this  pool  of  unmet  health  care  needs. 

This  study  depicts  the  GMCHPs  experience  with  nongroup 
enrollees  during  the  relative  infancy  of  the  prepaid  plan.  The 
degree  to  which  the  above  described  phenomenon  will  affect  the 
findings  of  the  initial  portion  of  this  study  is  unknown. 

In  attempt  to  adjust  for  the  alleged  occurrence  of  this 
phenomenon,  a  second  study  will  be  undertaken  with  a  format 
identical  to  the  initial  work.    This  study  will  focus  on  only  those 
group  and  nongroup  members  enrolled  in  the  GMCHP  at  least 
six  months  prior  to  the  beginning  of  the  study  (i.  e.  January  1, 
1972.  )   By  studying  this  experienced  subpopulation  of  the  total 
plan,  it  is  expected  that  the  pool  of  unmet  health  care  needs  will 
have  been  largely  satisfied  prior  to  the  study  year. 
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It  is  also  anticipated  that  this  portion  of  the  study  will 
more  closely  approximate  the  group  and  nongroup  experience  of 
a  more  maturely  developed  prepaid  group  practice  than  the  GMCHP. 
This  subgroup  study  will  test  the  same  hypotheses  as  the  total 
plan  study. 

If  it  is  true  that  there  is  an  initial  level  of  high  utiliza- 
tion, as  unmet  needs  are  discharged,  the  experience  of  the 
group  and  nongroup  enrollees  should  be  more  similar  in  the 
second  portion  of  the  study. 
C  -  Limitations 

The  findings  obtained  from  this  study  are  limited  in  their 
universal  applicability  by  certain  characteristics  which  may  or 
may  not  be  unique  to  the  Greater  Marshfield  Community  Health 
Plan.    The  sampling  involved  in  this  study  are  all  those  enrollees 
of  the  GMCHP  who  were  active  from  July  1,  1972  through  June  30, 
1973.    Anyone  under  age  65  living  or  working  in  the  defined  thirty 
township  area  surrounding  the  city  of  Marshfield  was  eligible  to 
join  the  plan.    (See  Appendix  A  for  a  map  of  GMCHP  area.  ) 
Approximately  25  percent  of  the  total  enrollment  of  the  plan 
consists  of  nongroup  members  who  entered  during  an  open 
enrollment  period. 

Approximately  40  percent  of  the  under  65  area  population 
is  enrolled  in  the  plan.    A  study  was  undertaken  by  Harry  Sharp,  PH. 
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for  the  Marshfield  Clinic  Foundation  for  Medical  Research  and 
Education  to  compare  the  socioeconomic  characteristics  of  the 
population  enrolled  in  the  GMCHP  to  area  residents  under  65 
not  enrolled  in  the  plan.    His  work  indicated  that  the  socio- 
economic characteristics  of  the  population  enrolled  in  the  plan 
are  essentially  the  same  as  the  fee-for-service  population  of 
the  same  area.  ^ 

The  presence  of  the  Marshfield  Clinic  employees  and  their 
families  as  well  as  certain  other  groups  are  factors  which  must 
be  considered  in  the  interpretation  of  the  findings  of  this  study. 

Employees  and  their  families  of  the  Marshfield  Clinic 
and  St.  Joseph's  Hospital,  Marshfield,  Wisconsin,  are  both 
units  described  in  this  study  as  group  enrollees.    Their  sophisti- 
cated knowledge  of  the  health  care  system  makes  them  less 
reluctant  to  utilize  health  care.    Their  presence  in  this  study 
works  to  some  degree  to  "inflate"  the  utilization  and  cost  data 
of  groups  enrolled  in  GMCHP.   As  of  July,  1973,  Clinic  and 
hospital  enrollees  in  the  plan  numbered  1,  942  and  2,  318 
respectively  (approximately  28  percent  of  the  total  enrollment. ) 

2,     Harry  Sharp,  "An  Analysis  of  the  Greater  Marshfield  Com- 
munity Health  Plan  Terminations,  "  Marshfield,  Wisconsin 
(an  unpublished  report  done  for  the  Marshfield  Clinic  Founda- 
tion for  Medical  Research  and  Education,  Inc.,   1973),  p.  78. 
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Another  factor  which  may  influence  the  results  of  this 
study  is  the  variable  percentage  of  GMCHP  premium  paid  by 
the  employer  for  his  group  units  and  any  resulting  psychological 
effect  on  utilization.    Most  employers  of  groups  in  the  plan  pay 
over  50  percent  of  their  employees'  premiums.    A  commonly 
held,  though  unproven,  assumption  holds  that  the  more  a  person 
pays  "out-of-pocket"  towards  his  care,  the  more  likely  he  is  to 
use  that  care.    Everyone  wants  to  get  their  money's  worth.  A 
large  unit  included  with  the  grcup  data  of  this  study  are  the  dairy 
farm  cooperative  groups  (2,  612  participants  in  July  of  1973.  ) 
These  dairymen  "group"  themselves  according  to  where  they 
sell  their  products.    Their  association  does  not  contribute 
towards  the  payment  of  GMCHP  premiums.    The  degree  to 
which  this  effects  their  utilization  of  plan  benefits  is  not  known, 
though  it  is  suspected  this  group  may  behave  more  as  a  nongroup 

The  presence  of  health  care -related  groups  and  dairy 
cooperative  "nongroup  groups"  in  the  group  data  of  this  study 
may  to  some  degree  be  offsetting.    Further  study  would  be 
needed  to  determine  how  each  of  these  units  affects  the  utili- 
zation and  cost  of  providing  care  of  group  enrollees  in  GMCHP. 

The  method  used  to  determine  the  cost  of  providing  ser- 
vices to  prepaid  plan  participants  may  also  affect  the  findings 
of  this  study.    The  Marshfield  Clinic  does  not  determine  its  plan 
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costs  according  to  each  procedure  performed  or  service  pro- 
vided.   For  purposes  of  this  study,  the  costs  of  providing  care 
to  plan  participants  will  be  approximated  as  a  percentage  of 
what  would  be  charged  for  the  same  procedures  on  a  fee-for- 
service  basis.    This  percentage  was  determined  by  subtracting 
the  cost  of  credit  and  collections  and  cashiers  departments,  pro- 
vision for  discounts  and  allowances,  and  profits  realized  from 
Clinic  operating  expenses  during  the  year.    The  costs  associated 
with  these  areas  are  thought  to  represent  resources  not  applied 
to  Greater  Marshfield  Plan  participants. 

While  discounting  charges  for  an  individual  procedure  in 
this  manner  would  not  necessarily  reflect  that  procedures  cost, 
subtracting  these  budgetary  items  from  the  Clinic's  total  yearly 
charges  closely  approximates  total  plan  costs.    The  accuracy  or 
validity  of  this  method  of  cost  finding  is  an  issue  beyond  the  scope 
and  intent  of  this  study. 
D  -  Method  of  Data  Collection 

The  data  for  this  study  were  obtained  from  computerized 
files  summarizing  monthly  charges  posted  to  patient  accounts. 
These  files  are  maintained  for  billing  purposes  on  all  patients 
receiving  care  at  the  Marshfield  Clinic  irrespective  of  their 
method  of  payment.    Because  GMCHP  patient  accounts  are 
tallied  in  the  same  manner  as  fee-for-service  accounts,  the  data 
obtained  from  these  files  are  considered  to  be  accurate; 
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E  -  Statistical  Testing 

Most  statistical  studies  involve  the  gathering  of  certain 
descriptive  summaries  from  a  randomly  gathered  sampling  of 
a  general  population.    Various  statistical  tests  are  performed 
on  that  data.    If  all  the  assumptions  of  the  model  are  fulfilled 
and  the  sampling  gathered  is  indeed  random,  certain  inferences 
can  be  made  from  the  sampling  to  the  general  population  which 
hold  true  with  a  known  probability.    Because  this  study  utilizes 
data  describing  all  enrollees  of  the  GMCHP  during  the  given 
period,  no  inferences  from  any  subset  thereof  are  made  to  the 
general  population.    Conceptually  then,  this  study  describes  the 
total  GMCHP  population  as  opposed  to  inferring  generalizations 
from  tests  performed  on  a  random  sampling  of  that  population. 

The  statistical  tests  which  will  be  used  to  accept  or  reject 
the  stated  hypotheses  will  be  chi-square,  goodness  of  fit.    Fre-  . 
quency  distributions  will  be  generated  comparing  group  and 
nongroup   plan  experience  according  to  the  five  categories 
described.    Observed  frequencies  of  occurrences  in  each 
grouping  of  a  frequency  distribution  will  be  compared  to  ex- 
pected values.    Expected  frequencies  will  be  determined  by 
multiplying  the  sum  of  group  and  nongroup   experience  in  a 
class  by  the  proportion  of  group  and  nongroup    enrollees  in  the 
plan. 
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Because  small  hypothetical  frequencies  may  distort  the 
findings,  where  expected  values  fall  below  5  for  any  class, 
classes  of  data  will  be  grouped.  ^ 

3.     Jerome  C.  R.  Li,  Statistical  Inference,  (Edwards  Brothers, 
Inc.,  Ann  Arbor,  Michigan,  1964),  p.  494. 
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CHAPTER  III 
ANALYSIS  OF  THE  DATA 

The  findings  of  the  study  relating  to  the  five  hypotheses 
to  be  tested  on  both  the  total  enrollment  of  the  GMCHP  and  the 
described  subpopulation  will  be  summarized  together.  Each 
section  will  include  a  statement  of  the  hypothesis,  the  calcu- 
lated test  statistic,  the  corresponding  degrees  of  freedom,  a 
graph  depicting  the  data  gathered,  and  a  table  summarizing  the 
experience  of  both  the  total  GMCHP  and  the  experienced  subgroup. 
A  -  Outpatient  Encounters 

lw    Total  Population  Study 
Hypothesis  -  "Group  and  non group   enrollees  of  the  GMCHP 
have  the  same  set  of  relative  frequencies  of  encounter.  " 

A  frequency  distribution  was  generated  whereby  group 
and  nongroup    enrollees  in  the  GMCHP  were  categorized  accord- 
ing to  the  number  of  encounters  they  experienced  during  the  study 
period.    The  statistical  test  of  choice  to  compare  the  experience 
of  the  group  and  nongroup    enrollees  is  chi-square  goodness  of 
fit  (X2). 
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Application  of  this  test  to  the  generated  frequency  distri- 
bution involved  the  determination  of  hypothetical  expected  fre- 
quencies for  each  category.    For  example,  I,  606  group  enroliees 
experienced  one  encounter  during  the  study  year  compared  to  451 
nongroup    members  of  the  plan.    Since  a  total  of  2,  057  plan 
members  experienced  one  encounter,  it  can  be  expected  that  the 
number  of  these  which  were  group  and  nongroup    enroliees  is 
proportional  to  the  total  group  to  nongroup    enrollment  during 
the  study  year.    Since  group  enrollment  represented  76.4 
percent  of  the  total  enrollment  of  the  plan,  it  could  be  expected 
that  76.  4  percent  of  those  enroliees  experiencing  one  encounter, 
would  be  group  members.    The  expected  number  of  group  en- 
roliees experiencing  one  encounter  is  then  2,  057  times  .  764  or 
1,571.5  enroliees.    The  expected  values  of  all  classes  of  data 
in  this  study  were  computed  in  this  manner.    (See  Appendix  D 
for  a  sample  of  the  chi- square  goodness  of  fit  computation.  ) 

The  one-sided  statistical  test  was  performed  on  the  group 
and  nongroup   frequency  distributions  describing  the  number  of 
encounters  experienced  during  the  study  year  by  persons  within 
the  respective  units.    The  test  was  performed  at  the  significance 
level  of  .05.    The  resulting  test  statistic  value  of  42.  25  was  more 
than  the  critical  value  of  37.  652  at  25  degrees  of  freedom.  * 

1.     Richard  D.  Remmington  and  M.  Anthony  Schork,  Statistics 

with  Applications  to  the  Biological  Sciences,  (Prentice-Hall), 
Table  A-6,  p.  376. 
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Based  on  the  relative  frequency  of  the  total  population  of  the 
GMCHPs  encounter  rate,  one  can  expect  two  randomly  gathered 
distributions  to  be  more  dissimilar  than  the  two  observed  less 
than  .  025  of  the  time.    The  hypothesis  is  therefore  rejected. 
During  the  study  year,  the  relative  frequency  of  encounter 
rates  realized  by  group  enrollees  of  the  Greater  Marshfield 
Community  Health  Plan  was  significantly  different  from  the 
experience  of  the  nongroup  enrollees.    (See  Appendix  E  for  a 
sample  of  the  hypothesis  testing  method  used.  ) 

Graph  I  (see  next  page)  shows  a  frequency  distribution 
of  group  and  nongroup  enrollees  by  their  encounter  rates. 
The  graph  uses  percent  of  the  group  and  nongroup  unit  popu- 
lation as  opposed  to  their  raw  numbers  in  order  to  overlay 
»• 

their  experience.    The  comparison  is  drawn  on  semi-logarithmic 
paper  in  order  to  more  clearly  depict  the  experience  on  the 
tail  of  the  frequency  distribution. 

Table  I  compares  some  summary  statistics  on  the 
group  and  nongroup  outpatient  experience  for  the  study 
year. 
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Table  I 


Comparison  of  Group  and  Nongroup  Outpatient  Encounters 


Group 

Percent 

Nongroup 

Percent 

Total 

Population 

10, 124 

76.4 

3,  135 

23.6 

13,259 

(Subgroup) 

8,373 

78.  3 

2,  324 

21.7 

10,  697 

No.  of  Encounters 

38, 603 

75.0 

12,871 

25.  0 

51,474 

(Subgroup) 

32, 073 

76.6 

9,  822 

23.4 

41,  895 

Encounters  /Enrollee 

3.813 

4.  106 

3.  882 

(Subgroup) 

3.  831 

4.  226 

3.  917 

As  can  be  seen  from  the  table,  while  the  nongroup  enrollees 
represent  23.  6  percent  of  the  enrolled  population,  they  account 
for  25.  0  percent  of  all  encounters.    The  nongroup  subpopulation 
with  at  least  six  months  experience  prior  to  the  study  year, 
represent  21.  7    percent  of  the  total  subpopulation  while  accounting 
for  23.  4^  percent  of  the  total  encounters. 

The  average  number  of  encounters  experienced  per  person 
during  the  study  year  was  3.  882.    The  nongroup  enrollees 
experienced  an  average  of  over  .  2  encounters  per  year  more 
than  this  with  a  rate  of  4.  106.    It  is  interesting  to  note  that 
the  nongroup  subpopulation  with  more  experience  in  the  plan 
realized  the  highest  mean  encounter  rate  of  4.  226  encounters 
per  person  per  year.    A  comparison  of  the  mean  yearly  encounter 


rate  of  all  group  enrollees  with  the  ambulatory  utilization  rate 
of  the  more  experienced  subgroup  shows  little  difference. 

2.    Subpopulation  Study 
Hypothesis  -  "Group  and  nongroup  enrollees  in  the  subpopulation 
have  the  same  set  of  relative  frequencies  of  encounter.  " 

Application  of  the  chi-square  goodness  of  fit  test  to  the 

frequency  of  encounters  incurred  by  these  group  and  nongroup 

subpopulations  of  the  total  study  yielded  a  test  statistic  value  of 

30.  95  at  22  degrees  of  freedom.  ^   Since  this  is  less  than  the 

3 

defined  critical  value  of  33.  924,     the  hypothesis  is  accepted. 
That  is,  the  encounter  distribution  is  independent  of  type  of 
enrollment. 

Graph  II  (see  next  page)  displays  a  percentage  distribution 
of  group  and  nongroup  enrollees  with  experience  in  the  plan  by- 
outpatient  encounter.    As  in  Graph  I  depicting  ambulatory 
utilization  for  the  total  population,  most  of  the  variance  between 
the  group  and  nongroup  utilization  of  ambulatory  services  occurs 
with  persons  experiencing  ten  or  more  ambulatory  visits  during 
the  study  year. 

2.  See  Appendix  F  for  a  summary  of  this  and  all  subsequent 
chi-square  test  results. 

3.  Remmington  and  Schork,  Table  A -6,  p.  376. 
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B  -  Inpatient  Utilization 

1.    Total  Population  Study 
Hypothesis  -  "Group  and  nongroup  enrollees  of  the  GMCHP  have 
the  same  set  of  relative  frequencies  of  inpatient  days.  " 

A  frequency  distribution  was  generated  classifying  group 
and  nongroup  enrollees  experiencing  hospital  days  during  the 
study  year  according  to  how  many  days  they  were  hospitalized. 
Tallying  areas  ranged  from  one  hospital  day  to  49.  Those 
hospitalized  more  than  this  amount  were  grouped  as  having 
experienced  50  or  more  hospital  days  during  the  study  year. 

Again,  the  chi-square  goodness  of  fit  test  was  applied  to 
the  frequency  distribution.    The  hypothetical  expected  values 
were  calculated  in  the  same  manner  as  in  the  encounter  analysis. 
Hospital  days  experienced  during  the  study  year  beyond  10  days 
were  grouped  to  maintain  the  accuracy  of  the  statistical  test. 

The  application  of  the  chi-square  goodness  of  fit  test  to  the 
inpatient  utilization  experienced  by  group  and  nongroup  enrollees 
yielded  a  test  statistic  value  of  27.  34.  Since  grouping  of  the  data 
was  indicated  by  the  small  number  of  persons  experiencing  beyond 
10  days,  12  degrees  of  freedom  were  allowed.  The  test  statistic 
value  was  greater  than  the  critical  21.  026.^  Based  on  the  total 
inpatient  utilization  experience  of  the  GMCHP  during  the  study 

7.     Ibid.  ,  Table  A-6,  p.  376. 
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year,  one  can  expect  two  randomly  gathered  samplings  to  be 
more  dissimilar  than  the  actual  group  and  nongroup  experience 
observed  less  than  .  01  of  the  time.    The  stated  hypothesis  is 
therefore  rejected. 

Graph  III  (see  next  page)  displays  a  percentage  distribution 
of  group  and  nongroup  hospital  utilization  for  the  total  study 
population.     The  graph  is  made  on  semi-logarithmic  paper  to 
amplify  experience  at  the  tail  of  the  distribution.    As  the  graph 
indicates,  a  smaller  percentage  of  the  nongroup  unit  experienced 
less  than  six  days  hospitalization  than  of  the  group  unit.  How- 
ever, beyond  six  days,  the  nongroup  enrollees  utilize  pro- 
portionally more  inpatient  days  than  corresponding  group 
members. 

Summary  statistics  comparing  group  and  nongroup 
inpatient  utilization  are  found  on  Table  II. 

Table  II 


Comparison  of  Group  and  Nongroup  Inpatient  Days 


Group 

Percent 

Nongroup 

Percent 

Total 

Population 

10,  124 

76.4 

3,  135 

23.6 

13,259 

(Subgroup) 

8,373 

78.  3 

2,  324 

21.  7 

10,  697 

Hospital  Days 

5,  044 

66.9 

2,494 

33.1  . 

7,538 

(Subgroup) 

4,  206 

69.9 

1,  815 

30.  1 

6,  021 

Hospital  Days /l 000 

498.2 

795.5 

568. 

(Subgroup) 

502.  3 

780.  9 

562. 
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In  the  total  population  study,  nongroup  enrollees  represent 
23.6  percent  of  the  total  GMCHP  population  while  accounting  for 
33.  1  percent  of  all  inpatient  days  utilized.    During  the  study  year, 
the  nongroup  unit  experienced  795.  5  days  of  hospitalization  per 
1000  population- -almost  300  more  than  group  enrollees. 

The  subgroup  study  of  enrollees  with  six  month's  prior 
experience  yielded  less  dramatic  differences.    The  21.7  percent 
nongroup  population  accounted  for  30.  1  percent  of  the  inpatient 
days  experienced.    Compared  to  the  total  population,  the  group 
enrolled  subpopulation  experienced  3.  1  per  1000  population  more 
inpatient  days  than  the  group  enrollees  of  the  total  population. 
Conversely,  nongroup  enrollees  with  prior  experience  in  the 
plan,  utilized  nearly  15  hospital  days  per  1000  less  than  the 
nongroup  enrollees  in  the  total  population. 

2.    Subpopulation  Study 
Hypothesis  -  "Group  and  nongroup  enrollees  have  the  same  set 
of  relative  frequencies  of  inpatient  days.  M 

The  frequency  distribution  of  inpatient  utilization  was 

gathered  and  analyzed  in  the  same  manner  as  the  data  from  the 

''total  population  study.    Application  of  the  chi- square  goodness 

of  fit  test  yielded  a  test  statistic  value  of  17.  25.    At  11  degrees 

5 

of  freedom,  this  is  less  than  the  critical  value  of  19.  675. 
T.     Ibid.  ,  Table  A -6,  p.  376. 
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The  P- value  associated  with  the  test  statistic  is  greater  than  .  10 
and  the  hypothesis  is  accepted.    That  is,  the  distribution  of 
inpatient  days  is  independent  of  type  of  enrollment. 

Graph  IV  (see  next  page)  compares  the  inpatient  utilization 
of  group  and  nongroup  enrollees  within  this  subpopulation.    As  in 
Graph  III  depicting  the  hospital  utilization  of  the  total  plan,  the 
proportion  of  the  group  and  nongroup  population  experiencing  less 
than  six  day's  hospitalization  per  year  is  quite  comparable. 
While  the  percentage  of  the  nongroup  enrollees  experiencing 
more  than  six  day's  hospital  care  per  year  is  higher  than  the 
group  rate,  the  difference  is  not  so  great  with  this  experienced 
group  as  was  noted  in  the  total  population  study. 
C  -  Outpatient  Costs 

1.    Total  Population  Study 
Hypothesis  -  "Group  and  nongroup  enrollees  of  the  GMCHP  have 
the  same  set  of  relative  frequencies  of  outpatient  costs.  11 

Testing  this  hypothesis  involved  the  generation  of  a 
frequency  distribution  categorizing  group  and  nongroup  enrollees 
according  to  the  cost  of  ambulatory  care  they  incurred  during  the 
study  year.    The  costing  method  used  to  differentiate  between 
cost  and  charges  is  subject  to  the  limitations  previously  mentioned. 
Group  and  nongroup  enrollees  were  tallied  into  any  one  of  50  cost 
categories.    Each  category  represented  one  $20.  00  interval 
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beginning  with  $  .  01  to  $20.  00,  $20.  01  to  $40.  00,  etc.  and 
ending  with  $980.  00.     The  final  "catch-all"  category  included 
all  enrollees  incurring  ambulatory  costs  above  this  amount. 

Subjecting  this  frequency  distribution  to  the  chi- square 
goodness  of  fit  test  yielded  a  test  statistic  value  of  68.  05.  The 
grouping  of  data  describing  persons  incurring  high  ambulatory 
costs  resulted  in  23  degrees  of  freedom.    Since  the  test 
statistic  value  is  higher  than  the  critical  35.  127  (p=.  05),  the 
hypothesis  is  rejected.  ^    The  possibility  of  generating  two 
frequency  distributions  which  are  more  dissimilar  from  their 
expected  values  is  less  than  .  0005.    During  the  study  year,  the 
cost  of  ambulatory  care  incurred  by  group  and  nongroup  enrollees 
of  the  GMCHP  was  significantly  different  from  what  can  be  ex- 
pected. ' 

...  Graph  V  (see  next  page)  overlays  the  population  percentage 
of  group  and  nongroup  enrollees  incurring  ambulatory  costs  at 
the  midpoint  of  $20.  00  intervals  described.    A  greater  portion 
of  group  enrollees  incur  annual  ambulatory  costs  of  less  than  $120 
while  proportionally  more  nongroup  than  group  enrollees  incur 
costs  higher  than  this. 

o"i     Ibid.  ,  Table  A -6,  p.  376. 
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Table  III  summarizes  the  cost  of  providing  ambulatory  care 
to  group  and  nongroup  enrollees  during  the  study  year. 

Table  III 

Comparison  of  Group  and  Nongroup  Ambulatory  Costs 

Group       Percent       Nongroup  Percent  Total 

Population                  10,  124          76.4             3,  135  23.6  13,259 

(Subgroup)                  8,  373          78.  3            2,  324  21.  7        10,  697 
Ambulatory 

Costs                  $644,  309.89     73.  8       $229,237.48  26.  2  $873,547.3 

(Subgroup)  $535,404.  37  75.3  $175,404.76  24.7  $710,  809.1 
Cost  per 

Enrollee             $          63.  64                 $          73.12  $  65.8 

(Subgroup)  $  63.  94  $  75.48  $  66.4 
Cost  per 

Encounter           $          16.69                  $          17.81  $  16.  9 

(Subgroup)            $          16.69                 $          17.86  $  16.  9< 

While  nongroup  enrollees  account  for  23.  6  percent  of  the  total 
population  of  the  GMCHP,  they  utilize  26.  2  percent  of  the  cost  of 
providing  ambulatory  care  to  plan  members.    Table  I  showed  that  ■ 
nongroup  enrollees  utilize  .  29  more  encounters  per  year  than  do 
group  enrollees.    This  table  shows  that  each  encounter  utilized 
by  nongroup  enrollees  is  also  $1.  12  more  expensive  than  those 
incurred  by  group  members.     This  combination  of  nongroup 
members  incurring  more  frequent,  and  more  expensive  en- 
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counters  than  group  enrollees  results  in  their  annual  outpatient 
health  care  costs  being  $9.  48  higher  per  person  per  year. 

Both  group  and  nongroup  enrollees  in  the  subpopulation 
study  incur  higher  annual  ambulatory  health  care  costs  than  the 
total  population.  . 

2.    Subpopulation  Study 
Hypothesis  -  "Group  and  nongroup  enrollees  in  the  subpopulation 
have  the  same  set  of  relative  frequencies  of  outpatient  health  care 
costs.  " 

A  frequency  distribution  describing  the  cost  of  providing 
ambulatory  health  care  to  this  subpopulation  of  group  and  nongroup 
GMCHP  enrollees  was  gathered  and  analyzed  in  the  same  manner 
as  the  total  population  study.    Calculation  of  the  chi- square  good- 
ness of  fit  test  statistic  resulted  in  a  value  of  62.  65.    At  21  degrees 
of  freedom,  this  is  greater  than  the  critical  value  of  32.  671  at  a 
p-value  of  .  05.      The  hypothesis  is  rejected.    The  probability 
associated  with  gathering  two  frequency  distributions  more  dis- 
similar from  the  expected  experience  than  the  two  observed  is 
less  than  .  0005. 

Graph  VI  (see  next  page)  shows  the  percent  of  the  group 
and  nongroup  population  falling  into  the  various  $20.  00  intervals 

T.     Ibid. ,  Table  A-6,  p.  376. 
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of  ambulatory  health  care  costs.    Variances  in  the  lines  describing 
this  subpopulation' s  ambulatory  cost  experience  are  less  marked 
than  Graph  V  depicting  the  experience  of  the  total  plan.  The 
proportions  of  both  group  and  nongroup  enrollees  with  prior 
experience  in  the  plan  incurring  high  costs  at  the  tail  of  the 
distribution  are  also  higher  than  the  experience  of  the  total 
plan. 

D  -  Inpatient  Costs 

1.    Total  Population  Study 
Hypothesis  -  "Group  and  nongroup  enrollees  of  the  GMCHP  have 
the  same  set  of  relative  frequencies  of  inpatient  costs." 

The  costs  associated  with  hospitalization  include  both 
resources  expended  for  the  enrollee  by  the  hospital  and  by  the 
physician  for  his  services.    For  purposes  of  this  study,  these 
costs  have  been  approximated.    Resources  expended  by  the  hospital 
on  plan  members  are  calculated  by  multiplying  an  enrollee' s 
length  of  stay  times  the  $90.  00  per  diem  rate  paid  to  the  hospi- 
tal.   While  this  does  not  reflect  the  true  cost  to  the  hospital 
of  providing  care  to  any  one  patient,  it  does  represent  the  cost 
of  hospitalization  to  the  plan.    The  cost  of  providing  physician 
services  is  approximated  at  a  percentage  of  equivalent  fee-for- 
service  charges  in  the  same  manner  as  ambulatory  costs. 
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Subject  to  the  above  limitations,  a  frequency  distribution 
was  generated  categorizing  group  and  nongroup  enrollees  into  5  0 
$200.  00  intervals  describing  cost  of  hospitalization.    The  last 
interval  categorized  patients  incurring  more  than  $10,  000.  01  in 
hospitalization  costs. 

The  application  of  the  chi-square  goodness  of  fit  test  in- 
volved the  determination  of  hypothetical  expected  frequencies 
for  each  $200.  00  interval.    These  were  calculated  according  to 
the  same  guidelines  previously  described.    The  calculated  t.ist 
statistic  associated  with  the  observed  distribution  was  30.59. 
Higher  cost  categories  were  grouped  to  achieve  greater  expected 
values.    This  resulted  in  10  degrees  of  freedom.    Since  the 
calculated  test  statistic  is  higher  than  the  critical  18.  307  at 

o 

10  degrees  of  freedom  (p-value=.  05),  the  hypothesis  is  rejected. 
Two  samplings  randomly  gathered  from  the  expected  frequency  of 
group  and  nongroup  inpatient  costs  can  be  expected  to  vary  more 
than  the  observed  experience  less  than  .  005  of  the  time. 

Graph  VII  (see  next  page)  shows  the  proportion  of  the  group 
and  nongroup  enrollment  experiencing  inpatient  costs  at  the  mid- 
points of  the  described  $200.  00  intervals.  Experience  at  the  tail 
of  the  distribution  is  grouped.  The  percent  of  the  group  and  non- 
group  enrollment  incurring  hospital  costs  of  less  than  $800.  00 

T.     Ibid.  ,  Table  A -6,  p.  376. 
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during  the  study  year  is  quite  similar.  However,  proportionally 
more  nongroup  enrollees  experienced  inpatient  costs  beyond  that 
amount. 

Table  IV  lists  some  summary  data  on  the  inpatient  costs 
incurred  during  the  study  year  by  group  and  nongroup  enrollees. 

Table  IV 

Comparison  of  Group  and  Nongroup  Inpatient  Costs 

Group       Percent       Nongroup       Percent  Total 
Population  10,  124         76.4  3,  135  23.  6   *  10,259 

(Subgroup)  8,  373         78.  3  2,  324  21.7  10,  697 

Total  Inpatient 


Costs 

$721, 607. 38 

67.  3 

$351 

,  149.  87 

32.  7 

$1 

,  072,  757.  25 

(Subgroup) 

$602, 201. 75 

70.  0 

$258 

,  062.  01 

30.  0 

$ 

860, 263.  76 

Inpatient  Cost/ 

Enrollee 

$ 

71.  28 

$ 

112.  01 

$ 

80.91 

(Subgroup) 

$ 

71.  92 

$ 

1 1 1 .  04 

$ 

80.42 

Cost/Day 

$ 

143. 06 

$ 

140.  80 

$ 

142. 31 

(Subgroup) 

$ 

143. 18 

$ 

142.  18 

$ 

142. 88 

The  table 

indicates  that 

while 

the  nongroup  enrollees 

repi 

•esent 

23.  6  percent  of 

the 

total  plan 

they 

incur 

30.  0  per 

cent  of  the  pi 

in1  s 

costs  associated  with  inpatient  care.    This  compares  with  the  non- 
group's  utilization  of  33.  1  percent  of  all  inpatient  days  during  the 
study  year.    The  cost  per  day  of  inpatient  hospitalization  is 
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$143.  06  for  group  members  of  the  total  GMCHP  while  nongroup 
members  incur  average  costs  of  $140.  80  per  day. 

In  the  subpopulation  study,  the  cost  per  hospital  day  of 
nongroup  members  is  $1.  38  higher  than  nongroup  enrollees  in  the 
total  population  and  more  closely  approximates  the  group  experi- 
ence.   While  the  cost  per  hospital  day  is  higher  for  these  enrollees, 
their  average  yearly  inpatient  cost  per  enrollee  is  lower  than 
nongroup  members  of  the  total  population.    The  annual  inpatient 
rosts  per  enrollee  in  the  subpopulation  of  group  members  with 
prior  experience  is  higher  than  the  comparable  figure  for  the 
total  plan. 

2.    Subpopulation  Study 
Hypothesis  -  "Group  and  nongroup  enrollees  of  the  subpopulation 
have  the  same  set  of  relative  frequencies  of  inpatient  costs.  " 

The  frequency  distribution  describing  the  hospital  and 
physician  costs  associated  with  inpatient  care  of  enrollees  in  the 
GMCHP  with  at  least  six  months  experience  prior  to  the  study 
year  was  gathered  and  analyzed  in  the  same  manner  as  the  total 
population  study.    Applying  this  distribution  to  the  chi- square 
goodness  of  fit  test  yielded  a  test  statistic  value  of  19.  76.  At 
nine  degrees  of  freedom,  this  exceeds  the  critical  value  of 
16.  919  at  a  p-value  of  .  05.  ?   The  hypothesis  is  rejected.  The 

%     Ibid.  ,  Table  A -6,  p.  376. 
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probability  associated  with  gathering  two  samples  from  the 
expected  distribution  of  this  subpopulation' s  hospital  costs  which 
vary  more  than  observations  taken  during  the  study  year  is  less 
than  .  025. 

The  percent  of  group  and  nongroup  enrollees  with  prior 
experience  in  the  plan  falling  into  the  various  $200.  00  intervals 
describing  inpatient  costs  are  depicted  on  Graph  VIII  (see  next 
page.  )    The  plotted  group  and  nongroup  experience  with  annual 
inpatient  costs  less  than  the  $900.  00  interval  for  this  sub- 
population  is  quite  similar  to  Graph  VII  depicting  the  total 
population.    However,  the  frequency  of  enrollees  of  the  two 
units  falling  into  inpatient  costs  intervals  beyond  this  amount 
more  closely  approximate  each  other  in  this  subpopulation  study. 
E  -  Total  Health  Care  Costs 

1.    Total  Population  Study 
Hypothesis  -  "Group  and  nongroup  enrollees  of  the  GMCHP  have 
the  same  set  of  relative  frequencies  of  total  health  care  costs.  " 

The  testing  of  this  hypothesis  involved  the  generation  of  a 
frequency  distribution  categorizing  group  and  nongroup  enrollees 
into  intervals  describing  total  inpatient  and  outpatient  costs  in- 
curred by  those  enrollees  during  the  study  year.    Not  included 
in  the  data  generated  are  the  costs  associated  with  the  accounting 
administration  of  the  plan  and  costs  associated  with  out-of-area 
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GRAPH  VIII 

PERCENTAGE  DISTRIBUTION  OF  GF1CHP 
ENROLLEES  WITH  AT  LEAST  SIX  MONTHS 
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emergency  and  referral  service.    Blue  Cross  and  Surgical  Care 
Blue  Shield  of  Wisconsin  are  at  risk  for  these  plan  components. 
This  partner  in  the  GMCHP  charges  $1.  00  per  enrollee  per  month 
to  cover  accounting,  administration,  and  marketing  of  the  plan. 
During  the  study  year,  they  received$.  41  per  person  per  month 
to  cover  all  out-of-area  costs.    Realized  out-of-area  costs  for 
plan  members  were  $.31  during  the  study  year.    Since  it  is  diffi- 
cult to  determine  what  portion  of  these  amounts  are  associated 
with  providing  health  care  to  group  and  nongroup  enrollee s  £nd 
since  Blue  Cross  receives  the  same  amount  per  enrollee  month, 
it  is  felt  that  omission  of  this  from  the  cost  data  has  a  negligible 
effect  on  the  findings  of  this  section. 

As  in  the  inpatient  cost  study,  group  and  nongroup  enrollees 
were  categorized  into  $200.  00  cost  intervals  describing  health 
care  costs  incurred  with  the  plan.    The  interval  limits  were  the 
same  as  the  hospital  cost  study.    Subjecting  the  generated  frequen 
distribution  to  the  chi- square  goodness  of  fit  test  yielded  a  test 
statistic  value  of  46.  36.    This  is  greater  than  the  critical  value 
of  19.  675  (p-value  =  .  05)  at  11  degrees  of  freedom.  ^   Two  ran- 
domly gathered  samplings  taken  from  the  expected  distribution 
of  group  and  nongroup  enrollees  incurring  health  care  costs 

To]     Ibid.  ,  Table  A-6,  p.  376. 
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during  the  study  year  can  be  expected  to  vary  more  than  the 
observed  distribution  less  than  ^  0005  of  the  time.    The  hypothe- 
sis is  therefore  rejected. 

Graph  IX  (see  next  page)  depicts  the  percent  of  the  group 
and  nongroup  population  incurring  annual  health  care  costs  at 
the  midpoint  of  the  described  $200.  00  intervals.    As  can  be  seen 
on  the  graph,  the  group  and  nongroup  experience  does  not  vary 
markedly  until  health  care  costs  exceed  $1,  200.  00  per  person. 
The  proportion  of  nongroup  enrollees  incurring  costs  beyond  this 
amount  is  notably  higher  than  a  similar  proportion  of  group  en- 
rollees. 

Table  V  lists  summary  information  regarding  the  total 
health  care  costs  of  group  and  nongroup  GMCHP  enrollees. 

Table  V 

Comparision  of  Group  and  Nongroup  Total  Health  Care  Costs 

Population              10,  124  76.4  3,  135  23.  6  13,259 

(Subgroup)                8,373  78.3  2,324  21.7  10,697 
Total  Health 

Care  Costs  $1,366,  058.44  70.  1  $581,522.  74  29.9  $1,947,581.18 

(Subgroup)  $1,  137,667.01  72.4  $434,458.  08  27.6  $1,572,  125.  09 

Cost/En- 
rollee  / 

Month  $  11.24  $  15.46  $  12.24 

(Subgroup)  $  11.32  $  15.58  $        '  12.25 
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As  the  table  shows,  nongroup  enrollees  in  the  total  plan 
represent  23.  6  percent  of  its  population  while  accruing  29.  9  per- 
cent of  the  inpatient  and  outpatient  health  care  costs  expended. 
The  mean  cost  of  providing  health  care  to  a  nongroup  enrollee 
per  month  is  $4.  22  higher  than  for  group  enrollees.  Because 
of  the  percentage  mix  of  group  to  nongroup  enrollees  in  the  total 
GMCHP,  group  enrollees  pay  $1.  00  per  month  per  person  to 
underwrite  the  health  care  costs  of  the  nongroup  enrollees. 
Considering  administrative  and  out-of-area  costs  (adding  $1.41 
to  group,  nongroup,  and  total  health  care  costs  per  enrollee  per 
month,  )  nongroup  enrollees  utilize  25.  0  percent  more  health  care 
resources  than  do  group  enrollees. 

Group  and  nongroup  enrollees  with  at  least  six  month's 
experience  in  the  plan  prior  to  the  study  year  both  incur  monthly 
health  care  costs  which  are  higher  than  the  total  population. 
However,  due  to  their  percentage  mix  of  group  to  nongroup  en- 
rollees, this  subgroup's  mean  monthly  health  care  cost  is  only 
$.  01  higher  than  that  of  the  total  population. 

2.    Subpopulation  Study 
Hypothesis  -  "Group  and  nongroup  enrollees  of  the  subpopula- 
tion have  the  same  set  of  relative  frequencies  of  total  health 
care  costs.  " 
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This  frequency  distribution  categorizing  group  and  non- 
group  enrollees  with  experience  in  the  plan  according  to  their 
total  health  care  costs  was  gathered  and  analyzed  in  the  same 
manner  as  the  total  population  study.    Application  of  the  chi- 
square  goodness  of  fit  test  to  the  distribution  generated  yielded 
a  test  statistic  value  of  34.  25.    Allowing  10  degrees  of  freedom, 
this  value  is  greater  than  the  critical  IS.  307  at  a    p-value  of 
.  05.        The  hypothesis  is  rejected.    The  probability  associated 
with  gathering  two  samplings  from  the  hypothetical  expected  dis- 
tribution more  varied  than  the  observed  group  and  nongroup 
health  care  costs  of  this  subpopulation  is  less  than  .  0005. 

A  percentage  of  population  distribution  categorizing  this 
subpopulation  of  group  and  nongroup  enrollees  at  the  midpoint 
of  the  $200.  00  interval  describing  their  total  health  care  costs 
for  the  study  year  is  depicted  with  Graph  X  (see  next  page. ) 
As  in  Graph  IX,  the  percentage  of  nongroup  enrollees  experi- 
encing health  care  costs  beyond  $1,  200  is  notably  higher  than 
the  group  experience. 

TT.     Ibid. ,  Table  A-6,  p.  376. 
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CHAPTER  IV 

SUMMARY  OF  MAJOR  FINDINGS, 
CONCLUSIONS,  AND  RECOMMENDATIONS 

A  -  Summary  of  Major  Findings 

1.  Based  on  the  encounters  experienced  by  the  total 
population  of  the  GMCHP,  nongroup  enrollees  utilize  more 
outpatient  encounters  than  do  group  members  of  the  plan.  The 
greatest  variances  between  group  and  nongroup  use  of  outpatient 
services  occur  with  those  enrollees  utilizing  eight  or  more  out- 
patient encounters  per  year.    The  average  rate  of  encounter  per 
enrollee  during  the  study  year  was  3.  882  while  nongroup  en- 
rollees experienced  an  average  of  4.  106  encounters  per  year. 

2.  The  utilization  of  ambulatory  health  services  of  non- 
group  enrollees  with  at  least  six  months  experience  in  the  plan 
prior  to  the  beginning  of  the  study  year  does  not  vary  signifi- 
cantly from  what  can  be  expected. 

3.  Nongroup  enrollees  utilize  more  inpatient  hospital  days 
than  group  enrollees.    The  greatest  variances  between  group  and 
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nongroup  experience  seems  to  occur  with  those  enrollees  ex- 
periencing more  than  nine  days  of  hospitalization  per  year.  A 
greater  proportion  of  the  group  population  utilizes  less  than  six 
days  hospitalization  per  year  while  a  greater  proportion  of  the 
nongroup  population  utilizes  more.    Nongroup  enrollees  experience 
nearly  300  hospital  days  per  1,  000  more  than  group  members. 

4.    Nongroup  enrollees  of  the  GMCHP  with  at  least  six 
months  experience  in  the  plan  prior  to  the  study  year  utilize 
inpatient  care  consistent  with  what  can  be  expected.    This  non- 
group  unit,  as  a  subpopulation  of  the  nongroup  unit  described  in 
the  total  population  study,  utilizes  nearly  15  hospital  days  per 
1,  000  population  less  than  the  total  nongroup  unit.  Comparably, 
the  subpopulation  group  unit  utilizes  over  four  more  days  per 
1,  000  population  than  the  group  unit  of  the  total  population 
study. 

5,.    The  frequency  of  group  and  nongroup  enrollees  of  the 
total  GMCHP  falling  into  $20.  00  intervals  describing  annual 
outpatient  costs  is  significantly  different.    The  average  nongroup 
enrollee  utilizes  $9.  48  worth  more  ambulatory  health  care  re- 
sources per  year  than  does  a  group  member.    The  mean  cost 
per  encounter  of  nongroup  enrollees  if  $17.  81  compared  to  $16.  69 
for  group  members.    On  the  average,  nongroup  enrollees  utilize 
more  expensive  encounters  more  often  than  do  group  enrollees. 


288 


6.  As  in  the  total  population,  nongroup  enrollecs  in  the  sub- 
population  incur  higher  ambulatory  health  care  costs  than  do  group 
members  with  at  least  six  months  prior  experience  in  the  plan. 

7.  The  cost  of  providing  inpatient  care  to  a  nongroup 
enrollee  in  the  GMCHP  is  higher  than  for  a  group  member. 
However,  the  cost  per  hospital  day  is  $2.  26  lower  for  these 
nongroup  enrollees.    On  the  average,  group  enrollees  utilize 
less  expensive  inpatient  care  more  frequently  than  group  en- 
rollees. 

8.  Nongroup  enrollees  of  the  subpopulation  expend  more 
resources  for  inpatient  care  than  do  group  enrollees  with  prior 
experience  in  the  plan.    However,  the  plan  spends  fewer  dollars 
per  year  for  inpatient  care  on  the  average  nongroup  enrollee  with 
prior  experience  than  for  those  of  the  total  plan.    Nongroup  en- 
rollees with  prior  experience,  while  utilizing  fewer  hospital 
days  than  those  of  the  total  population,  use  more  expensive  in- 
patient care  as  measured  by  the  cost  per  day  of  hospitalization. 
In  contrast,  the  more  experienced  group  enrollees  utilize  slightly 
more  inpatient  care  than  group  members  of  the  total  plan. 

9.  Nongroup  enrollees  utilize  25.  0  percent  more  health 
care  resources  measured  in  dollars  than  do  group  members. 
Considering  the  ratio  of  group  to  nongroup  enrollees  in  the  GMCHP, 
each  single  group  enrollee  pays  $1.  00  per  month  to  underwrite  the 
health  care  costs  of  the  nongroup  members. 
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10.    The  total  health  care  costs  of  both  group  and  nongroup 
enrollees  with  six  months  prior  experience  is  higher  than  respec- 
tive units  of  the  total  health  care  plan.    Group  members  of  this 
subpopulation  pay  $.  93  per  person  per  month  to  underwrite  the 
health  care  costs  of  nongroup  members  of  the  subpopulation. 
B  -  Conclusions 

The  above  described  findings  lead  the  reader  to  several 
conclusions  regarding  health  care  utilization  by  nongroup  members 
of  the  GMCHP  as  well  as  the  validity  of  certain  measures  thereof. 

1.    Members  of  the  GMCHP  who  enter  the  plan  irrespective 
of  their  place  of  employment  or  pre-existing  conditions  during 
an  open  enrollment  period  utilize  more  health  care  resources 
than  group. enrollees  in  terms  of  both  utilization  of  services 
and  cost  of  providing  those  services. 

Z,    The  Health  care  utilization  behavior  of  nongroup  en- 
rollees with  at  least  six  months  prior  experience  in  the  plan 
is  different  from  that  of  all  nongroup  enrollees.    These  ex- 
perienced nongroup  members  use  more  outpatient  care  and 
less  inpatient  care  when  compared  to  all  nongroup  enrollees. 
The  health  care  behavior  of  group  enrollees  with  experience 
is  not  affected  in  this  manner. 

3.    The  value  cfutilization  statistics  (i.e.  outpatient  en- 
counters and  inpatient  days)  when  comparing  even  two  units 
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within  the  same  health  plan  may  not  reflect  the  true  health  care 
resources  expended  for  that  unit. 

The  importance  of  the  small  difference  between  the  mean 
encounter  rate  of  group  and  nongroup  enrollees  is  magnified  with 
the  knowledge  that  the  average  nongroup  encounter  costs  $1.12 
more.  The  difference  between  group  and  nongroup  inpatient 
utilization  is  somewhat  lessened  by  the  fact  that  the  average 
cost  per  nongroup  incurred  hospital  day  is  $2.  26  less  than  for 
the  group. 

4.    According  to  the  frequency  distributions  generated,  the 
bulk  of  the  differences  between  group  and  nongroup  utilization  and 
cost  of  providing  care  occurs  with  a  small  percentage  of  nongroup 
enrollees  who  tend  towards  high  utilization. 
C  -  Recommendations 

This  study  was  undertaken  to  investigate    the  effects  of 
an  open  enrollment  on  the  utilization  and  costs  of  providing  care 
in  a  prepaid  group  practice.    Further,  it  was  hoped  that  this 
study  would  demonstrate  that  these  effects  are  not  so  dramatic 
as  to  prohibit  an  operational  or  developing  prepaid  group  prac- 
tice from  including  this  segment  of  the  health  consumer  popula- 
tion within  its  eligible  population. 

Utilizing  the  data  files  of  the  Marshfield  Clinic,  all  en- 
rollees of  the  GMCHP  for  a  given  year  were  categorized  according 
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to  group  and  nongroup  status  and  displayed  in  frequency  distri- 
butions describing  outpatient  and  inpatient  utilization,  cost  of 
outpatient  care,  cost  of  inpatient  care,  and  total  health  care 
costs  experienced.    A  second  study  similar  in  structure  to  the 
first  was  undertaken  displaying  only  those  group  and  nongroup 
enrollees  with  at  least  six  months  experience  in  the  plan  prior 
to  the  study  year. 

The  study  indicated  that  nongroup  enrollees  utilize  25  per- 
cent more  health  care  resources  measured  in  dollars  than  do 
group  members.    This  difference  is  less  in  the  group  and  non- 
group  subpopulation  with  at  least  six  months  prior  experience 
in  the  plan. 

Since  legislators  and  consumers  are  encouraging  HMOs  to 
open  their  enrollments  to  the  total  population,  it  is  hoped  that 
this  document  will  serve  to  describe  one  plan's  experience  with 
utilization,  cost  of  providing  care,  and  risk  implications  of  such 
a  policy. 

In  light  of  the  findings  of  this  study,  the  author  recommends 
that  the  GMCHP  continue  its  open  enrollment  and  community 
rating  policies.    The  degree  to  which  group  enrollees  under- 
write the  health  care  costs  of  nongroup  members  is  not  pro- 
hibitive and  tends  to  decrease  with  experience  in  the  plan. 
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Certain  characteristics  unique  to  both  the  Greater  Marsh- 
field  Community  Health  Plan  and  the  community  which  it  serves 
make  generalization  from  the  open  enrollment  experience 
described  in  this  paper  to  other  health  plans  difficult.  How- 
ever, insofar  as  current  literature  is  void  of  any  description 
of  an  HMO's  experience  with  a  community  rated  open  enrollment, 
this  pilot  study  may  be  taken  as  a  base  line  for  the  experience  of 
others. 

If  the  Health  Maintenance  Organization  is  ever  to  conclu- 
sively demonstrate  its  viability  as  an  alternative  health  care 
delivery  system,  it  must  do  so  by  serving  a  true  cross  section 
of  the  population.    The  findings  of  this  study  demonstrate  that 
providing  all  consumers --irrespective  of  employment  or  pre- 
existing conditions --with  prepaid  health  care  is  not  excessively 
prohibitive  to  the  financial  success  of  the  plan.    Therefore,  the 
author  would  finally  suggest  that  practicing  and  developing  HMOs 
seriously  consider  establishing  a  policy  of  open  enrollment. 
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APPENDIX  B 

GREATER  MARSHFIELD  COMMUNITY  HEALTH  PLAN 
COMPONENT  LINKAGES 


1.  Marshfield  Clinic:    Provides  medical  services  in  and  out 

of  the  hospital  and  makes  separate  contractual  arrangements 
with  affiliated  physicians. 

2.  St.  Joseph's  Hospital:    Provides  inpatient  services  and  makes 
arrangements  for  nursing  home  and  home  health  care. 

3.  Blue  Cross  -  Blue  Shield:   Perform  marketing,  enrollment, 
actuarial,  claims  and  out  of  area  services  and  administra- 
tion. 

4.  Community  Committee:   Advice  and  guidance  to  the  plan 
partners. 
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APPENDIX  C 
GMCHP  BENEFITS 

Complete  coverage  for: 

Medical  Care  (Ambulatory  and  Inpatient) 
Hospital,  ECF,  Home  Care 
Outpatient 

Emergency  Chit  of  Area  Service 
Referral  Care 

Inpatient  Care  -  365  days  (does  not  include  psychiatric) 

ECF   2  for  1         Home  Care   5  for  1 

Mental  Health  Care  -  Up  to  70  days  -  inpatient 
(70  more  after  90) 

Up  to  10  mental  health  visits 
(10  more  after  90) 

No  physical  exam  required 
No  deductibles 
No  co-payments 

No  "pre-existing"  exclusions  (except  maternity) 

DOES  NOT  INCLUDE: 

Outpatient  drugs 
Prosthetic  devices 
Cosmetic  surgery 
Eyeglasses 

Dental  care  (other  than  oral  surgery) 
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APPENDIX  D 
SAMPLE  OF  CHI-SQUARE  COMPUTATION: 
OUTPATIENT  ENCOUNTERS- -TOTAL  POPULATION 

Number  of  People  Expected  Frequency*  (0-E)^/E 


Encounters      Group     Nongroup       Group        Nongroup       Group  Nongroup 
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Number  of 
Encounters 


People 


Expected  Frequency*  (0-E)^/E 


1  7 

56 

i  7 

52.  0 

■ 

16.  0 

31 
.  18 

l  nn 

i 

.59  ' 

1  ft 
1  o 

^7 

1  o 

39.  7 

12.  3 

1  Q 

J-  7 

?Q 

16 

34.4 

1 0.  6 

.  85 

?  7^ 

20 

23 

8 

23.  7 

7.  3 

.  02 

.  07  | 

21 

22 

5 

20.  6 

6^.4 

.  10 

.  31 
.  02 

7  7    7  A 

A  ? 

~>  n 

A  7  A 

1  Q  A 
17.  4 

.  01 

27-31 

26 

26.  7 
16.  8 
29.  0 

8.  3 
5.  2 

.  02 
.  19 

.06 

.62  ; 

32-41 

15 

7 

42- 

19 

19 

9.  0 

3.  45 

11.11 

Total 
Frequency- 

10, 124 

3,  135 

i 

X^=42. 25 

•i 
i 

j 

Relative 
Frequency 

.  764 

.236 

.  764 

.  236 

*  Expected  frequencies  are  obtained  by  multiplying  the  per- 
cent of  population  that  is  group  and  nongroup  by  the  total 
number  of  observations  within  a  class  of  encounters. 
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APPENDIX  E 

SAMPLE  OF  HYPOTHESIS  TESTING: 
OUTPATIENT  ENCOUNTERS- -TOTAL  POPULATION 

(O-E)2 
X  f>     E         =  42.  25 

Degrees  of  freedom  -  (r-1)  (c-1)  =25 

Reject  H0  where  X2  >  37.  652 

At  25  degrees  of  freedom,  the  P-value  of  X2=42.  25  is 

•  018.    Since  the  level  of  significance  for  the  P-value 
was  set  at  .  05  (i.  e.  if  P-value  is  equal  to  or  less  than 

•  05,  reject  the  null  hypothesis),  the  hypothesis  is  re- 
jected. 
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APPENDIX  F. 
SUMMARY  OF  CHI-SQUARE  RESULTS 


Factor 

X2 

Degrees  of 
Freedom*  P-value 

Accept- 

Reject  H,,** 

I 

Outpatient  Encounters    42.  25 

24 

<.  025 

Reject 

(Subpopulation) 

30.  95 

22 

>.05 

Accept 

Inpatient  Days 

27.  34 

12 

<.  01 

Reject 

 j 

(Subpopulation) 

17.  25 

11 

>.  10 

i 

Accept 

Outpatient  Costs 

•  68.05 

23 

<.  0005 

Reject 

(Subpopulation) 

62.  65 

21 

<.  0005 

Reject  1 

Hospital  Costs 

30.59 

10 

<\005 

Reject 

(Subpopulation) 

19.  76 

9 

.  025 

Reject  ! 

Total  Costs 

46.  36 

< . 0005 

Reject 

(Subpopulation) 

34.  25 

10 

.  0005 

Reject 

1 

*  Degrees  of  freedom  vary  due  to  grouping  of  data  at  the  tails  of 
a  distribution. 

Hypothesis  is  rejected  where  P-value  of  X2     or  =  to  .  05. 
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Senator  Kennedy.  This  hearing  is  now  adjourned. 
[Whereupon,  at  11 :05  a.m.,  the  subcommittee  recessed,  to 
at  9 :34  a.m.,  Friday,  December  12, 1975.] 
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HEALTH  MAINTENANCE  ORGANIZATION 
AMENDMENTS,  1975 


FRIDAY,  DECEMBER  12,  1975 

U.S.  Senate, 
Subcommittee  on  Health  of  the 
Committee  on  Labor  and  Public  Welfare, 

Washington,  B.C. 

The  subcommittee  met,  pursuant  to  notice,  at  9 :34  a.m.,  in  room  4232, 
Dirksen  Senate  Office  Building,  Senator  Richard  S.  Schweiker  presid- 
ing pro  tempore. 

Present :  Senators  Kennedy,  Nelson,  Mondale,  and  Schweiker. 

Committee  staff  present:  Philip  Caper,  M.D.,  professional  staff 
member,  and  Jay  B.  Cutler,  minority  counsel. 

Senator  Schweiker  (presiding  pro  tempore).  The  Senate  Health 
Subcommittee  will  please  come  to  order. 

This  morning  we  will  receive  further  testimony  on  the  Health 
Maintenance  Organizations  Amendments  of  1975,  S.  1926.  Under  the 
principal  provisions  of  the  bill : 

1.  The  offering  of  supplemental  health  services  would  become  op- 
tional by  an  HMO. 

2.  The  requirement  HMO's  offer  annual  open  enrollment  for  in- 
dividual membership  is  eliminated. 

3.  Prepayment  fixed  under  a  community  rating  system  would  not 
be  required  for  a  period  of  5  years  after  an  HMO  has  become  qualified 
under  the  statute. 

4.  The  requirement  that  medical  groups  must  have  as  their  prin- 
cipal professional  activity  the  provision  of  health  services  to  members 
of  HMOs  is  eliminated. 

We  have  heard  the  testimony  of  the  General  Accounting  Office  and 
the  Department  of  Health,  Education,  and  Welfare.  The  GAO,  in  its 
testimonv,  stated  they  surveyed  308  HMO's,  questioning  them  on  the 
issues  raised  by  the  bill.  On  the  bill's  principal  issues — basic  and  sup- 
plemental health  services,  open  enrollment,  and  community  rating — a 
majority  responded  these  changes  would  be  an  improvement,  making 
HMO's  more  competitive. 

The  Assistant  Secretary  for  Health,  Department  of  Health,  Educa- 
tion, and  Welfare,  testified  in  support  of  the  amendments.  He  stated 
HMO's  should  be  allowed  to  compete  on  an  equal  footing  without  Fed- 
eral subsidy.  "HMO's  simply  cannot  be  expected  to  be  the  vehicle  for 
solving  the  basic  benefit  package  and  coverage  problems — particularly 
for  high  risk  groups — of  our  society." 

The  testimonv  we  receive  this  morning  will  show  why  these  amend- 
ments are  necessary  for  potential  Health  Maintenance  Organizations 
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to  market  their  services  to  the  public — a  step  toward  making  the  de- 
livery of  adequate  health  care  to  all  Americans  a  reality. 

The  chairman  of  the  subcommittee,  Senator  Kennedy,  is  detained 
on  the  floor  of  the  Senate  with  an  amendment.  He  asked  for  us  to 
proceed  and  we'll  receive  his  opening  statement  for  the  record  at  this 
point. 

[The  opening  statement  of  Senator  Kennedy  follows :] 

Opening  Statement  or  Senator  Edward  M.  Kennedy 

I  am  pleased  to  open  this  second  day  of  hearings  into  the  proposed 
amendments  to  Public  Law  93-222,  the  Health  Maintenance  Organiza- 
tion Act  of  1973.  Today  we  will  hear  from  three  witnesses,  including 
a  coalition  of  health  care  providers  and  insurers. 

One  of  the  proposed  amendments  supported  by  the  coalition  would 
delete  what  is  in  my  view  one  of  the  most  significant  requirements  of 
the  Act — the  open  enrollment  provision. 

That  provision  requires  a  Federally  certified  HMO  to  enroll  any 
individual  able  to  pay  the  premium  without  regard  to  preexisting 
illness  or  state  of  health. 

Because  such  a  requirement  placed  solely  on  HMO's  could  result 
in  the  attraction  of  an  unfairly  high  number  of  very  sick  enrollees, 
forcing  the  HMO  to  price  itself  out  of  the  market,  the  conferees — in 
1973 — wisely  provided  the  Secretary  of  the  Department  of  Health, 
Education  and  Welfare  with  authority  to  waive  that  requirement 
under  certain  circumstances. 

If  continuation  of  an  open  enrollment  policy  threatens  the  financial 
viability  of  an  HMO,  results  in  a  demographically  nonrepresentative 
enrollment,  or  results  in  an  enrollment  in  excess  of  the  HMO's  capacity, 
the  requirement  may  be  waived. 

This  provision  was  included  as  a  result  of  the  conferees  recognition 
that  an  open  enrollment  policy  could  be  difficult  or  impossible  for 
some  HMO's — particularly  small  and  newly  developing  HMO's — to 
maintain.  To  my  knowledge,  no  requests  for  waivers  have  been  re- 
ceived or  granted  by  the  Department  of  Health.  Education,  and 
Welfare. 

The  supporters  of  the  proposed  amendments  maintain  that  the  open 
enrollment  requirements — applied  solely  to  HMO's  and  not  competing 
health  insurers  would  result  in  the  enrollment  of  substantial  numbers 
of  patients  requiring  extensive  care.  Such  a  situation  would,  they 
fear,  make  it  impossible  for  HMO's  to  "compete  in  the  marketplace" 
because  it  would  be  necessary  for  them  to  charge  high  premiums  to 
provide  that  care. 

There  is  little  doubt  in  my  mind  that  maintenance  of  an  open 
enrollment  policy  by  an  HMO  will  result  in  some  adverse  selection. 
The  question  is  how  much,  and  what  affect  will  it  have  on  the  HMO's 
ability  to  enroll  new  subscribers? 

To  my  knowledge,  that  question  has  been  fairlv  tested  in  only  one 
HMO  in  the  country — the  Marsh  field  Clinic  in  Wisconsin.  We  will 
have  an  opportunity  to  hear  of  their  experience  in  detail  later  this 
morning. 

I  believe  an  issue  of  great  importance  is  at  stake  here.  Is  it  appro- 
priate for  the  Federal  government  to  acquiesce,  by  action  or  inaction, 


311 


to  the  antisocial  practices  of  the  health  insurance  industry  ?  Is  it  not 
appropriate  for  the  Federal  government  to  use  its  considerable  finan- 
cial and  statutory  leverage  to  set  new  higher  standards  for  the  badly 
troubled  health  care  industry  ?  Are  the  concerns  being  expressed  about 
the  open  enrollment  requirement  quantitatively  and  qualitatively  valid, 
or  are  they  borne  of  timidity,  excessive  conservatism,  and  unwilling- 
ness to  innovate  ? 

Is  the  objective  HMO's  which  serve  as  a  true  community- wide 
resource — worth  the  possible  price  in  somewhat  slower  development 
of  large  numbers  of  HMO's ? 

We  all  recognize  the  necessity  to  restructure  the  existing  health 
care  system.  I  believe  it  is  also  necessary  to  reorient  its  goals. 

I  hope  the  answers  to  these  questions  emerge  from  this  series  of 
hearings.  I  have  no  intention  of  allowing  the  important  social  issues 
raised  by  the  act  or  the  proposed  amendments  to  be  swept  under 
the  carpet. 

Senator  Schweiker.  In  deference  to  Senator  Kennedy,  we  would 
like  to  reverse  the  order  of  the  witnesses  so  that  he  may  be  able  to 
hear  the  consensus  group,  and  I  certainly  want  to  comply  with  that 
request. 

So  we  will  begin  by  hearing  from  the  Chamber  of  Commerce  this 
morning. 

I  would  like  to  call  on  Edward  Field  and  David  Mclntire. 
Senator  Mondale,  a  member  of  the  committee,  will  introduce  Mr. 
Mclntire  and  other  members  of  the  panel. 
Senator  Mondale. 

Senator  Mondale.  Thank  you,  Mr.  Chairman.  I  appreciate  this  op- 
portunity to  introduce  Mr.  David  Mclntire,  who  is  the  manager  of  the 
employee  benefits,  General  Mills,  Inc. 

General  Mills,  of  course,  is  one  of  our  great  home-based  Minnesota 
companies. 

He  is,  among  other  things,  a  member  of  the  Special  Committee  on 
the  Nation's  Health  Care  Needs  of  the  U.S.  Chamber  of  Commerce. 

I  am  very,  very  pleased  to  have  this  chance  to  introduce  him. 

Mr.  Chairman,  later  in  the  hearings,  you  will  hear  from  another 
Minnesotan,  and  I  might  say  wherever  you  find  leadership  and  genius, 
there  is  usually  a  Minnesotan  around. 

I  am  also  delighted  to  introduce  Walter  McClure  of  InterStudy. 
Dr.  McClure  has  made  a  major  study  in  the  InterStudy  group,  which 
has  been  a  consultant  to  HEW,  various  congressional  committees,  and 
helped  by  participating  in  the  development  of  HMO  and  other  health 
legislation.  InterStudy  is  a  nonpartisan,  nonprofit  foundation.  He  will 
appear  later. 

Thank  you  very  much,  Mr.  Chairman,  for  permitting  me  to  intro- 
duce these  two  fine  Minnesotans. 

Senator  Schweiker.  I  thank  you  very  much,  Senator  Mondale.  We 
are  going  out  of  order,  I  realize,  and  we  caught  you  a  little  bit  by  sur- 
prise, but  we  appreciate  it. 

I  want  to  say  that  Senator  Mondale  is  a  sponsor  of  this  bill  which 
we  are  holding  hearings  on  this  morning,  S.  1926,  so  we  greatly  appre- 
ciate his  leadership  in  the  area. 

Mr.  Field,  if  you  would  proceed. 
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STATEMENT  OF  EDWARD  L.  FIELD,  OPERATING  VICE  PRESIDENT 
OF  EMPLOYEE  RELATIONS  FOR  FEDERATED  DEPARTMENT 
STORES,  INC.,  CINCINNATI,  OHIO ;  ACCOMPANIED  BY  DAVID  F.  Mc- 
INTYRE,  MANAGER  OF  EMPLOYEE  BENEFITS,  GENERAL  MILLS, 
INC.,  MINNEAPOLIS,  MINN.,  AND  ROSE  P.  WOODEN,  COMMITTEE 
EXECUTIVE  OF  U.S.  CHAMBER  OF  COMMERCE,  SPECIAL  COMMIT- 
TEE ON  THE  NATION'S  HEALTH  CARE  NEEDS,  A  PANEL 

Mr.  Field.  My  name  is  Edward  L.  Field.  I  am  operating  vice  presi- 
dent of  employee  relations  for  Federated  Department  Stores,  Inc., 
headquartered  in  Cincinnati,  Ohio. 

I  was  a  member  of  the  chamber's  Special  Committee  on  the  Nation's 
Health  Care  Needs  for  several  years,  and  chaired  its  Subcommittee 
on  Health  Delivery  System. 

My  associate  today  is  David  F.  Mclntire,  manager  of  employee  ben- 
efits, General  Mills,  Inc.,  headquartered  in  Minneapolis,  Minn.,  and  a 
member  of  the  chamber's  health  committee. 

Accompanying  us  is  Eose  P.  Wooden,  committee  executive  of  the 
chamber's  Special  Committee  on  the  Nation's  Health  Care  Needs. 

The  U.S.  Chamber  welcomes  this  opportunity  to  support  S.  1926, 
the  Health  Maintenance  Organization  Amendments  of  1975.  This  issue 
is  of  vital  concern  to  our  membership  which  embraces  more  than  48,000 
business  enterprises,  3,600  trade  and  professional  associations,  and 
local  and  State  chambers  of  commerce.  The  underlying  membership  is 
more  than  5  million  individuals  and  firms. 

The  chamber  supported  the  original  HMO  Act  which  encompassed 
the  concept  of  pilot -testing.  We  recognized  the  need  to  experiment  with 
alternative  methods  of  health  care  delivery.  The  business  community 
keenly  hopes  that  the  HMO  system  will  prove  to  be  a  means  to  effec- 
tuate reasonable  constraints  on  the  spiraling  cost  of  health  care. 

Our  concern  is  that  HMO's  have  not  developed  as  rapidly  as  we  ex- 
pected when  the  act  was  signed  into  law  2  years  ago.  We  have  found 
that  certain  provisions  of  the  act  are  administratively  impractical, 
from  the  point  of  view  of  both  an  employer  and  an  HMO  provider. 

Other  provisions  tend  to  make  HMO's  not  competitive  with  existing 
health  care  programs.  Instead  of  encouraging  the  growth  of  HMO's 
the  richness  of  the  statutory  benefit  packages  and  certain  of  the  organi- 
zational and  operating  procedures  are  acting  as  real  deterrents. 

We  believe  that  S.  1926  was  introduced  to  alleviate  these  problems. 
We  commend  this  committee  for  considering  proposed  amendments, 
many  of  which  we  find  to  be  constructive. 

The  chamber's  specific  comments  on  eight  substantive  amendments 
contained  in  S.  1926  follow  in  the  order  of  their  importance  to  business : 

Section  10 :  The  most  serious  problem  for  employers  raised  by  the 
original  act  was  the  provision  that  a  qualified  HMO  must  be  recog- 
nized by  the  employer  for  the  dual  choice  option,  even  if  only  one  em- 
ployee resides  in  that  HMO's  service  area. 

This  provision  places  an  extremely  heavy  administrative  burden  on 
employers.  Applying  the  25-employee  requirement  in  section  1310  to 
the  HMO  service  area  would  relieve  this  problem. 

The  chamber  support  deletion  of  criminal  penalties  for  employ- 
ers who  fail  to  offer  the  HMO  option.  We  favor  the  substitution  of  civil 
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penalties  assessed  by  the  Secretary  of  Health,  Education,  and 
Welfare. 

Section  5 :  We  support  reduction  in  the  required  benefit  package  to 
be  offered  by  HMO's.  Business  is  concerned  that  the  HMO  option  be 
cost-competitive  iwith  the  current  company  health  benefit  plans. 

Further,  it  has  been  difficult  for  employers  to  determine  the  cost  of 
individual  HMO  services  beyond  those  offered  by  the  company  plan. 
Reducing  the  required  benefit  package  to  levels  comparable  to  existing 
employee  benefit  plans  will  enable  employers  to  determine  their  cost 
contribution  to  the  HMO  plan  more  easily.  Adoption  of  the  HMO  con- 
cept will  be  increased  by  such  a  reduction  in  the  level  of  required  bene- 
fits. Otherwise,  HMO's  are  put  in  a  position  of  pricing  themselves  out 
of  the  market. 

Senator  Schweiker.  We  are  going  to  have  to  recess  to  go  over  for  a 
vote  in  the  Senate  Chamber. 
[Short  recess.] 

Senator  Nelson  [presiding  pro  tempore] .  We  will  resume  with  the 
testimony  of  the  Chamber  of  Commerce,  Mr.  Field. 

Mr.  Field.  I  am  starting  at  the  top  of  page  3,  first  full  paragraph. 

Section  2:  The  chamber  supports  making  supplementary  benefit 
schedules  optional  for  HMO's,  if  health  manpower  is  available  and  if 
the  market  can  bear  the  additional  costs.  This  provision  would  make 
the  operation  of  HMO's  more  realistic^ 

Section  6 :  Regarding  community  rating,  we  believe  HMO's  should 
be  able  to  market  their  product  competitively  with  indemnity  or  Blue 
Cross/Blue  Shield  plans. 

Normally,  many  indemnity  and  Blue  Cross/Blue  Shield  plans  are 
experience  rated.  We  believe  the  amendment  which  would  delay  com- 
munity rating  should  be  strengthened  to  allow  HMO's  to  experience 
rate  in  keeping  with  the  traditional  marketing  procedure  of  major  in- 
surers and  Blue  Cross/Blue  Shield  plans. 

Section  4 :  We  generally  support  deletion  of  the  requirement  for  an 
annual  open  enrollment.  It  is  recognized  that  the  intent  of  the  act  is  to 
remove  barriers  to  enrolling  in  the  alternative  HMO  plans.  However, 
to  allow  fledgling  HMO's  to  get  started,  they  should  be  allowed  to 
compete  on  an  equal  basis  with  health  insurance  plans.  The  mechanism 
of  placing  open  enrollment  unilaterally  on  HMO's  is  prejudicial  be- 
cause it  exposes  HMO's  to  a  greater  proportion  of  high  medical  risk 
candidates. 

The  chamber  is  sympathetic  to  making  relief  available  for  persons 
with  high  medical  risks,  but  opposes  placing  an  excessive  burden  on 
one  small  share  of  the  health  industry.  Congress  should  look  to  an 
equitable  solution  whereby  both  insurers  and  HMO's  would  share  this 
risk  of  open  enrollment. 

Section  3:  The  chamber  generally  supports  allowing  individual 
practice  association,  IPA's,  to  continue  their  customary  practice  of 
providing  HMO  services  directly  to  enrollees  through  arrangements 
with  physicians  and  health  care  providers. 

Senator  Nelson.  May  I  ask  a  question  ? 

Under  section  4  of  your  remarks,  you  say  that  you  generally  support 
the  deletion  of  the  requirement  for  an  annual  open  enrollment.  Then 
you  go  on  to  say : 
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It  is  recognized  that  the  intent  of  the  Act  is  to  remove  barriers  to  enrolling 
in  the^alternative  HMO'plan.  However,  to  allow  fledgling  HMOs  to  get  started, 
they  should  be  allowed  to  compete  on  an  equal  basis  with  health  insurance  plans. 

Are  you  suggesting,  then,  that  perhaps  for  the  beginning  period  of  2 
or  3  years,  that  the  new  HMO  need  not  have  an  open  enrollment,  but 
that  thereafter  it  shall  ? 

Mr.  Field.  I  think,  Senator,  our  concern  is  to  start  up  the  HMO's 
around  the  country.  To  get  them  going  in  viable  organizations,  they 
need  to  be  able  to  compete  competitively. 

In  the  future,  the  opportunity  of  open  enrollment  may  develop  for 
some  of  them,  but  for  them  to  begin  with  that  at  the  present  time  is  a 
real  handicap. 

Senator  Nelson.  As  to  changing  the  statute,  and  then,  2  years  to  4 
years  later,  trying  to  change  it  back :  I  have  been  around  politics  long 
enough  to  know  what  the  vested  interest  groups  position  would  be  on 
that.  They  would  be  in  here  saying,  "Well,  we  came  under  this  law  un- 
der false  pretenses;  we  thought  we  could  use  experience  ratings,  and 
did  not  have  to  have  open  enrollment.  And  now  the  Congress  is  chang- 
ing the  law,  changing  the  rules  of  the  game." 

I  would  consider  it  disastrous  for  the  delivery  of  medical  care  if  we 
were  to  eliminate  the  requirement  for  open  enrollment. 

It  may  be  possible  to  not  require  open  enrollment  the  first  2  or  3 
years,  but  the  issue  is  how  we  are  going  to  take  care  of  sick  people. 
You  know,  I  would  love  to  start  an  insurance  company  in  which  all 
of  our  insureds  are  healthy  people.  I  would  be  very  rich.  That  is  what 
a  lot  of  people  want  to  do,  insurance  companies  as  well  as  doctors.  It  is 
not  what  we  are  trying  to  accomplish  in  this  country.  We  want  sick 
people  taken  care  of. 

If  you  do  not  have  open  enrollment  requirements,  everybody  is  go- 
ing to  select  off  the  top.  Then  where  is  that  competition?  The  sick 
people  are  not  going  to  get  taken  care  of.  Unless  you  are  talking  about 
a  limited  period  in  which  a  new  HMO  might  be  exempt  for  a  year  or 
two,  or  something,  I  would  consider  it  a  very  damaging  amendment 
to  eliminate  the  present  law's  open  enrollment  requirement,  in  terms 
of  accomplishing  what  I  hope  this  country  intends  to  accomplish,  that 
is :  Deliver  medical  care  to  sick  people. 

Mr.  Field.  Certainly,  our  prime  concern  is  that  at  the  present  time, 
as  we  see  it,  the  open  enrollment  is  a  handicap  to  getting  the  HMO's 
operative.  That  is  our  big  concern  at  the  present  time. 

Senator  Nelson.  Well,  maybe  they  ought  to  look  at  the  experience 
of  a  very  large  HMO  that  has  open  enrollment,  and  the  testimony  that 
will  be  made  today  on  that,  and  that  is  the  Marshfield  Clinic  Greater 
Marshfield  Community  Health  Plan.  It  has  had  open  enrollment  for 
5  years  and  it  is  large.  It  has  140  doctors.  It  is  one  of  the  largest 
clinics  in  this  country.  They  have  open  enrollment  experience,  so  it 
seems  to  me  we  ought  to  be  looking  at  what  a  successful  open  enroll- 
ment HMO  has  been  doing  rather  than  having  people  say  we  are 
scared  of  open  enrollment  and,  therefore,  we  should  remove  a  very  im- 
portant, in  fact,  vital  provision,  it  seems  to  me,  in  the  law. 

Anyway,  to  get  back  to  my  question,  would  you  support  some  kind 
of  modification  that  applied  only  to  new  HMO's  ? 

Mr.  Field.  Well,  Senator,  I  think  our  thrust  at  the  moment  is  in 
terms  of  where  we  are  at  the  present  time  in  launching  this  whole 
HMO  concept  which  we  vigorously  support. 
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Senator  Nelson.  Pardon  me  ? 

Mr.  Field.  We  vigorously  support  that.  Our  concern  relates  to  those 
regulations  and  those  encumbrances  that  presently  are  hindering  de- 
velopment of  HMO  concept,  and  that  is,  I  think,  obvious  to  your 
committee. 

HMO's  have  not  come  forward  and  developed  as  rapidly  as  you 
hoped.  One  of  the  reasons,  we  feel,  is  because  of  the  encumbrances  that 
have  been  put  on  them  by  this  requirement. 

Senator  Nelson.  I  think  you  may  very  well  be  right.  There  are 
some  provisions  that  ought  to  be  modified. 

But,  still,  the  heart  of  the  matter  is  the  open  enrollment,  it  seems  to 
me,  and  if  all  we  are  going  to  do  is  have  insurance  plans  in  this  coun- 
try for  healthy  people,  we  might  as  well  forget  the  whole  business. 

So  I  go  back  to  my  question.  If,  in  fact,  it  is  a  competitive  handi- 
cap for  the  HMO,  and  I  am  not  even  sure  it  is,  but  if  it  is  for  a  new 
HMO — and  you  seem  to  indicate  that  you  are  concerned  about  the  new 
HMO  because  your  language  referred  to  fledgling  HMO's  some  place 
there — if  that  is  the  case  then,  why  would  we  have  to  have  a  statute 
that  eliminates  that  requirement  ?  Why  could  you  not  provide  that, 
for  the  first  2  years  or  some  such  thing,  the  new  HMO  may  use  experi- 
ence rating  but  then  must  have  open  enrollment,  so  that  they  are  taking 
care  of  sick  people  as  well  as  healthy  people? 

Mr.  Field.  Well,  Senator,  I  think  there  is  also  a  concern  that  pres- 
ently we  are  requiring,  imposing  through  open  enrollment  an  encum- 
brance on  the  HMO's  that  its  competitors,  in  terms  of  delivery  systems, 
insurance  companies  and  indemnity  companies,  are  not  directly  con- 
fronted with.  So  that  some  of  these  other  organizations  will,  in  effect, 
be  in  a  preferred  relationship  to  the  HMO  that  is  encumbered  with 
total  open  enrollment. 

Senator  Nelson.  Well,  I  hope  you  will  take  a  look  at  the  testimony 
of  the  only  HMO  in  this  country  with  5  years  experience  with  open 
enrollment  in  a  very,  very  large  operation  with  a  very  large  number 
of  patients,  which  is  working  very,  very  well. 

We  know  what  the  experience  of  this  HMO  is.  It  is  not  on  a  small 
scale.  Yes ;  140  doctors  is  a  very  large  scale.  They  defend  it  and  favor 
it  and  support  it  because  they  are  trying  to  take  care  of  everybody  in 
the  whole  geographic  community  in  which  they  operate. 

Within  the  geographic  dimension  of  the  HMO,  there  is  open  en- 
rollment twice  a  year  for  30  days,  and  it  has  been  very  successful.  They 
are  not  selecting  just  sick  people,  so  I  think  you  ought  to  look  at  that. 

I  am  a  great  believer  in  empirical  studies.  Theory  is  one  thing. 
We  have  an  example  of  an  operating  organization  that  proves  open 
enrollment  works.  The  argument  is  always  made  the  way  you  make  it, 
and  it  sounds  very  logical,  but  here  is  a  very  large  experimental  case 
in  which  it  is  working  verv  well. 

I  would  oppose  any  bill  that  eliminated  open  enrollment.  There 
might  be  some  provision  exempting  a  brand  new  HMO. 

As  far  as  I  am  concerned,  that  would  be  a  disaster  for  delivery  of 
health  care  in  this  country. 

Ms.  Wooden.  May  I  comment  ? 

The  Marshfield  plan  is  the  exception,  though,  and  it  is  precisely 
because  it  is  so  large  and  it  has  such  a  large  enrollment  that  perhaps 
that  is  the  reason  they  have  been  able  to  absorb  this  very  high  risk. 
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But  for  a  small  HMO  that  is  just  getting  started,  fewer  doctors 
than  140,  and  many  of  the  newer  HMO's  will  have  considerably  less 
numbers  of  doctors  than  140,  they  will  not  be  able  to  absorb  this  high 
risk  perhaps  initially.  And  to  give  them  a  waiver  of  2  or  3  years  might 
not  be  enough  for  them  to  take  the  risk  to  start  a  HMO,  which  is  a 
very  large  undertaking,  if  they  know  within  2  or  3  years  their  business 
is  just  getting  going,  and  all  of  a  sudden  they  have  to  support  this 
tremendous  added  burden,  they  might  not  ever  want  to  even  pursue 
the  venture. 

That  is  why  we  are  opposed  to  open  enrollment  provision  at  this 
time. 

Senator  Nelson.  On  the  other  hand,  if  you  are  not  going  to  have 
open  enrollment,  why  bother  at  all? 

Who  is  going  to  take  care  of  the  people  who  are  sick? 

Ms.  Wooden.  I  do  not  think  anyone  opposes  the  concept  of  open  en- 
rollment, taking  care  of  the  sick.  No  one  wants  to  disallow  a  person 
seeking  medical  care  the  choice  of  the  HMO  or  the  insurance  plan. 

But  just  to  prejudice  HMO  at  this  time  perhaps  would  stifle  the 
growth  of  them.  I  think  we  all  favor  the  growth  of  the  HMO  move- 
ment. 

Senator  Nelson.  Well,  as  I  understand,  you  favor  taking  care  of 
the  sick,  as  I  know  you  do,  and  you  favor  open  enrollment,  but  you 
are  concerned  about  new  and  smaller  HMO's. 

Then  I  take  it,  at  least,  you  do  not  support  the  concept  of  eliminat- 
ing entirely  a  provision  that  requires  open  enrollment,  and  that  you 
would  be  prepared  to  consider  some  modification  as  it  might  apply  to 
fledgling  HMO's  and  smaller  ones.  Is  that  a  correct  interpretation  of 
what  you  are  saying  ? 

Ms.  Wooden.  Our  chief  concern  is  to  allow  these  things  to  get  started 
and  let  them  grow  and  compete  and  give  people  the  choice  in  preven- 
tive health  care  system  or  regular  traditional  health  insurance  in- 
demnity system.  That  is  what  the  whole  thrust  of  our  testimony  is, 
to  allow  HMO's  to  get  started. 

Senator  Nelson.  But  to  get  to  the  specific  point :  that  does  not  re- 
quire the  elimination  of  the  open  enrollment  provision.  I  take  it 
you  must  be  saying,  if  I  read  this  testimony  and  your  responses  cor- 
rectly, that  some  modification  of  the  open  enrollment  to  meet  your 
concern  about  the  fledgling  HMO  and  small  HMO  would  satisfy  the 
concern  that  has  been  expressed  in  the  prepared  testimony  and  your 
own;  am  I  correct? 

Ms.  Wooden.  I  think  you  are  correct  in  that.  We  are  agreeable 
people.  We  would  certainly  consider  some  modification  that  again 
would  take  into  consideration  placing  the  excessive  hardship  on  the 
HMO,  but  I  do  not  know  what  your  specific  modification  might  be. 

Senator  Nelson.  The  prepared  testimony,  formal  testimony,  of  Mr. 
Field  shows  concern  about  new  ones  being  competitive,  concern  about 
the  fledglings,  concern  about  the  new  ones  coming  in. 

My  response  to  that  is,  if  that  is  a  valid  concern,  and  it  may  well 
be — we  have  not  had  oversight  hearings  to  determine  all  of  that,  but 
let  us  assume  that  is  valid — that  is  your  concern  as  is  expressed  in  the 
testimony.  I  am  saying,  therefore,  that  it  is  not  necessary  to  eliminate 
the  requirement  for  open  enrollment,  but  it  may  be  necessary  to  modify 
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the  open  enrollment  provision  respecting  new  HMO's  for  a  limited 
period  of  time. 

Now,  do  you  agree  with  that  ? 

Ms.  Wooden.  I  would  have  to  really  see  the  modification  you  are 
proposing. 

Senator  Nelson.  I  am  asking  you  about  the  concept. 

Your  expression  of  concern  has  been  about  the  new  HMO,  the  smaller 
HMO,  and  the  formal  testimony  here  and  your  testimony  was,  "Well, 
Marshfield  is  a  very  big  operation.  Therefore,  they  do  not  have 
trouble." 

So  I  go  back  to  my  question,  because  I  would  like  to  know  when  we 
debate  the  issue  on  the  floor,  when  we  mark  up  the  bill  here,  when  we 
go  to  conference  with  the  House,  I  would  like  to  be  precise. 

Now,  I  would  not  expect  you  to  agree  on  whether  it  would  be  1  year, 
2  years,  or  this  or  that.  I  am  just  asking  you,  would  you  agree  then 
with  the  concept  that  you  not  eliminate  the  open  enrollment  provision 
in  the  statute,  but  there  be  some  modification  to  meet  the  problem  of 
the  fledgling  HMO  for  some  limited  period  of  time  in  order  that  they 
may,  as  Mr.  Field  said  in  his  testimony,  compete  with  other  health  in- 
surance companies  ? 

Mr.  Field.  I  would  think,  Senator,  that  we  are  all  saying  basically 
the  same  thing,  except  somewhere  down  the  road  there  may  be  a  viable 
size  operationally  for  HMO  when  it  then  could  adapt  to  very  readily 
the  open  enrollment  concept. 

Our  concern  is  at  the  moment  that  new  HMO's,  beginning  to  be  set 
up,  that  poses  tremendous  difficulty  on  them  since  they  are  to  compete 
against  organizations  that  are  not  encumbered  the  same  way. 

Senator  Nelson.  I  would  not  expect  anyone  to  approve  a  specific 
proposal  to  meet  the  specific  problem  that  you  have  delineated  off  the 
top  of  your  head  and  on  first  impression.  But  that  is  not  my  question. 

My  question  just  goes  to  the  concept,  one,  of  preserving  open  en- 
rollment ;  but  two,  taking  into  consideration  the  problem  of  the  new 
HMO  from  a  competitive  standpoint,  the  problem  you  delineated  and 
the  problem  of  the  smaller  HMO  for  a  limited  period  of  time  until 
they  are  established  and  growing,  whether  that  modification  involves 
a  specific  period  limitation,  whether  it  involves  a  number — well,  I  am 
just  trying  to  get  at  the  question  of  whether  you  endorse  the  concept 
so  I  will  be  able  to  respond  to  the  question :  Where  does  the  chamber 
of  commerce  stand  on  the  issue  ? 

Ms.  Wooden.  I  think  that  our  testimony  which  says  that  Congress 
should  look  to  equitable  solution  whereby  both  insurers  and  HMO's 
would  share  this  risk  for  open  enrollment  might  be  something  that  we 
really  should  study  so  that  people,  whether  they  chose  HMO  or 
whether  they  chose  indemnity,  Blue  Cross /Blue  Shield,  would  all 
have  the  same  protection  of  knowing  that  they  would  be  able  to  get 
health  care  coverage,  health  care  insurance  coverage. 

I  think  this  is  the  line  that  we  should  be  taking  and  that  the  cham- 
ber would  support. 

Senator  Nelson.  I  think  the  idea  is  nice,  but  to  accomplish  that,  I  am 
sure  you  are  aware,  we  would  have  to  pass  a  statute  requiring  the 
private  insurers  to  share  that  risk,  and  I  would  like  to  have  you  then 
here  answering  the  private  insurers  when  they  come  in  to  fight  that. 

Ms.  Wooden.  We  are  in  the  process  of  considering  the  statute  to  re- 
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quire  HMO  to  take  this  risk  on  unilaterally,  and  it  is  the  same  process. 
I  do  not  know  that  you  can  really  distinguish  these  two. 

Senator  Nelson.  I  should  have  remembered  that  there  is  in  the  law, 
as  the  staff  calls  to  my  attention,  already  a  provision  that  if  an  HMO 
has  demonstrated  to  the  satisfaction  of  the  Secretary,  (a)  that  it  has 
enrolled  or  will  be  compelled  to  enroll  a  disproportionate  number  of 
individuals  who  are  likely  to  utilize  its  services  more  often  than  actuari- 
ally determined  average,  as  determined  under  regulations  of  the  Secre- 
tary, and  enrollment  during  open  enrollment  period  of  additional  num- 
ber of  such  individuals  would  jeopardize  its  economic  viability ;  or  (b) 
if  by  maintaining  an  open  enrollment  period,  it  would  not  be  able  to 
comply  with  the  requirements  in  paragraph  3,  the  Secretary  may  waive 
compliance  by  the  organization. 

So  there  is  administrative  flexibility  in  the  statute  now. 

Ms.  Wooden.  But  it  is  a  waiver,  sir,  and  a  waiver  is  not  nearly  as 
strong  as  having  it  in  the  law  that  they  are  not  required  to  meet  this 
provision. 

'  Senator  Nelson.  Let  us  be  specific  about  that. 

You  are  saying  in  your  testimony,  prepared  testimony,  that  maybe 
private  insurers  and  HMO's  should  share  the  risks. 

Would  the  U.S.  Chamber  of  Commerce  support  an  amendment  to 
the  statute  that  required  private  insurers  to  share  the  risk  with  the 
HMO? 

Mr.  Field.  I  doubt  if  we  are  prepared  to  answer  that  question 
directly. 

We  have  given  no  thought  to  such  a  requirement. 

Senator  Nelson.  It  would  not  work  if  you  did  not.  It  is  a  nice  con- 
cept, Mr.  Field,  to  say  it  would  be  a  good  thing  to  work  out,  a  cooper- 
ative arrangement  between  private  insurer  and  the  HMO,  in  which 
they  could  share  the  risk.  I  agree  with  you,  but  it  is  not  going  to  be 
done  without  the  private  insurer  being  required,  which  I  do  not  think 
at  this  stage  in  history  we  would  probably  pass,  and  surely  they  would 
oppose  it. 

Mr.  Field.  There  may  be  some  alternative  down  the  road  in  terms 
of  size  of  time  that  would  be  applied  to  this  open  enrollment  concept. 

At  the  moment,  as  we  see  it  emerging,  the  new  HMO's  that  are  at- 
tempting to  get  going  have  a  real  handicap.  They  must  go  for  open 
enrollment  right  from  the  start. 

Senator  Nelson.  Go  ahead,  Mr.  Field. 

Mr.  Field.  I  will  start  at  the  top  of  page  4. 

Section  7 :  The  chamber  generally  supports  the  provision  which 
would  allow  physicians  whose  principal  professional  activity  is  in 
group  practice  to  participate  in  HMO  practice  regardless  of  whether 
or  not  such  physician  devotes  the  majority  of  his  time  to  the  HMO 
practice. 

Arbitrarily  forcing  doctors  to  spend  a  majority  of  their  time  in 
HMO  practice  could  stifle  the  growth  of  HMO's  by  placing  necessary 
restrictions  on  physician  group  practice.  Many  companies  are  already 
satisfactorily  dealing  with  HMO's  and  have  found  that  market  demand 
is  the  most  effective  determinant  of  the  amount  of  time  a  physician 
should  spend  in  an  HMO  practice.  Absent  this  provision,  some  of  the 
country's  greatest  group  practice  associations,  such  as  the  Mayo  Clinic 
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and  the  Cleveland  Clinic,  will  never  find  it  practical  to  open  up  an 
ancillary  HMO  facility. 

Section  11 :  The  chamber  supports  establishment  of  a  procedure 
for  disqualification  of  HMO's  offering  the  section  1310  dual  choice 
option.  Employers  dealing  with  HMO's  also  need  a  method  of  appeal 
to  the  Department  of  Health,  Education,  and  Welfare — HEW — 
when  an  initially  qualified  HMO  no  longer  warrants  such  status. 

The  HMO's  method  of  enrollment,  quality  of  care,  medical  staff 
turnover  or  solvency  may  make  reevaluation  necessary  despite  an  ear- 
lier "qualified"  endorsement  by  HEW.  An  employer  could  find  himself 
in  the  untenable  position  of  having  to  offer  an  HMO  that  is  not  prop- 
erly serving  his  employees. 

Mr.  Chairman,  we  believe  that  these  amendments  are  essential  if 
HMO's  are  to  survive  on  their  own  merits.  They  are  consistent  with 
the  American  business  traditions  of  freedom  of  choice,  incentive  ap- 
proaches for  efficiency,  self-reliance  and  competition.  HMO's  are  not 
designed  to  be  a  system  for  solving  all  the  problems  of  health  care 
delivery  in  this  country.  HMO's  are  a  small  pilot  demonstration  pro- 
gram designed  to  inject  a  competitive  system  of  delivering  preventive 
medical  care  into  our  existing  health  delivery  system. 

The  proposed  modification  of  the  benefit  structure  may  produce 
a  benefit  package  that  falls  short  of  ideal  and  short  of  that  initially 
envisioned  by  the  Congress.  We  recognize  there  will  be  those  who  argue 
against  HMO  program  modifications  at  this  stage  because  the  orig- 
inal act  has  not  been  fully  implemented. 

We  question  whether  the  HMO  movement  will  ever  be  fully  imple- 
mented if  the  amendments  are  not  agreed  to.  In  this  matter,  as  in  other 
aspects  of  health  care  delivery,  we  must  learn  to  temper  our  idealism 
with  realism.  Health  care  resources  are  unfortunately  finite,  and  so 
are  the  dollars  available  to  purchase  them. 

In  a  start-up  program,  we  must  make  some  hard  choices  between 
what  would  be  ideal  and  what  is  essential. 

The  business  community  shares  all  the  concerns  about  drug  abuse, 
inadequate  home  health  care,  preventive  care  for  children  and,  in  gen- 
eral, the  desirability  of  a  totally  comprehensive  benefit  package.  Such 
total  protection  is  a  worthwhile  endeavor. 

The  Chamber  supports  the  concept  of  comprehensive  benefit  cover- 
age and  universal  access  to  health  care  for  all  Americans;  but  we 
should  not  confuse  HMO's  with  an  all-encompassing  national  health 
insurance  system  which  would  address  all  the  health  needs  of  the  coun- 
try. HMO's  are  not  designed  to  do  that.  They  do  not  have  the  resources 
to  presently  meet  all  of  our  expectations. 

Today,  we  are  simply  trying  to  make  the  HMO  competitive  with 
third-party  insurance  systems,  and  no  more  than  that.  The  purpose  of 
the  HMO  program  should  therefore  be  to  produce  a  viable  alternative 
to  other  health  care  arrangements. 

We  believe  that  HMO's  should  be  allowed  to  compete  with  existing 
health  care  delivery  schemes.  We  will  destroy  the  whole  purpose  be- 
hind the  HMO  movement  if  we  force  HMO's  to  offer  a  benefit  package 
without  regard  to  the  total  cost  involved.  Likewise,  if  we  ignore  the 
market  pressures  and  demands  which  determine  the  amount  of  time 
physicians  devote  to  HMO  practices,  and  ignore  the  problems  open  en- 
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rollment  and  community  rating  create  for  beginning  HMO's,  we  may 
undermine  the  basic  purpose  of  the  act. 

We  strongly  support  the  intent  of  the  legislation  to  create  prepaid 
systems  of  preventive  health  care  for  individuals  and  families,  par- 
ticularly those  with  young  children.  Our  citizens  need  the  security 
of  knowing  in  advance  how  much  must  be  provided  in  the  family 
budget  for  adequate  protection  against  illness. 

The  American  people  need  a  choice  as  to  how  they  receive  health 
care.  Passage  of  S.  1926  will  make  HMO's  a  realistic  choice.  HMO's 
have  demonstrated  the  potential  to  counteract  the  upward  spiral  in 
health  care  costs  with  the  least  intrusion  by  the  Federal  Government 
in  the  private  practice  of  medicine. 

Surveys  have  shown  that,  when  compared  with  fee  for  service  care, 
HMO  participants  receive  better  and  less  costly  outpatient  care,  and 
spend  less  time  in  hospitals  when  hospitalization  is  necessary.  In- 
creased Federal  subsidies  of  health  care  cost  without  substantial  im- 
provement in  the  effectiveness  of  the  delivery  system  will  only  accel- 
erate the  alarming  rate  of  increase  in  medical  costs. 

Most  Americans  still  appreciate  the  advantages  of  a  plurality  of 
choice  of  health  care.  The  choice  of  group  practice,  fee-for-service,  or 
some  modified  plan  depends  on  personal  feelings,  economic  status,  or 
geographic  locations.  HMO's  are  not  a  panacea,  or  even  suitable  for 
everyone,  but  they  need  to  be  developed  as  one  way  of  injecting  more 
competition  into  the  delivery  of  health  care  services. 

In  the  future,  when  more  HMO's  are  on  a  sound  footing,  it  may  be 
appropriate  to  consider  expansion  of  the  benefits  and  the  standards 
required  of  HMO's.  At  the  present  time,  fledgling  HMO's  need  a 
chance  merely  to  survive. 

Mr.  Chairman,  this  concludes  my  prepared  remarks.  We  look  for- 
ward to  working  with  you  and  your  colleagues  in  shaping  this  legisla- 
tion which  will  improve  the  opportunity  to  experiment  with  an  alter- 
native health  care  delivery  system,  increase  incentives  for  health  care 
providers  to  become  more  efficient  and  competitive,  and  assist  employ- 
ers in  offering  the  dual  choice  option  to  their  employees. 

I  will  be  pleased  to  answer  any  questions  after  my  associate,  David 
F.  Mclntire,  has  the  opportunity  to  present  his  testimony  on  the  ex- 
perience of  General  Mills,  Inc.  with  the  HMO  movement. 

Senator  Nelson.  Thank  you  very  much,  Mr.  Field.  We  appreciate 
your  statement  and  your  taking  the  time  to  come  here  today  to  pre- 
sent it. 

Mr.  Mclntire. 

Mr.  McIntire.  Good  morning,  Senator. 

My  name  is  David  F.  Mclntire.  I  am  employee  benefits  manager  for 
General  Mills,  Inc.  headquartered  in  Minneapolis,  Minn.  I  am  a  mem- 
ber of  the  chamber's  Special  Committee  on  the  Nation's  Health  Care 
Needs  and  serve  as  chairman  of  its  Subcommittee  on  Health  Delivery 
Systems. 

General  Mills  supports  the  chamber's  position  rs  summarized  bv  Mr. 
Field  in  amending  the  Health  Maintenance  Organization  Act  of 
1973.  These  amendments  would  allow  developing  health  maintenance 
organizations,  HMO's,  to  better  compete  in  the  marketplace  with  the 
traditional  fee-for-service  system. 
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As  Mr.  Field  indicated,  I  will  comment  on  General  Mills'  experience 
to  date  in  offering  the  HMO  option  to  its  salaried  employees.  In  ad- 
dition, I  will  comment  briefly  on  the  favorable  HMO  activity  in  the 
Twin  Cities  of  Minneapolis  and  St.  Paul,  as  I  believe  it  is  unique  in 
the  country. 

General  Mills  first  became  interested  in  the  prepaid  group  practice 
concept  in  the  late  1960's.  Two  major  factors  accounted  for  the  com- 
pany's interest. 

First,  there  was  a  genuine  concern  about  the  spiraling  costs  of  med- 
ical care  under  the  traditional  fee- for-ser vice  health  care  system  and, 
second,  there  appeared  to  be  the  potential  for  better  control  of  health 
care  costs  under  the  prepaid  group  practice  concept. 

General  Mills  continued  its  investigation  of  the  prepaid  group  prac- 
tice concept  during  the  early  1970's  and,  on  March  1, 1973,  it  made  the 
HMO  option  available  to  its  Minneapolis  area  employees  on  a  pilot 
project  basis.  In  the  initial  enrollment,  535 — 20.3  percent — of  2,640  eli- 
gible employees  joined  the  HMO  plans.  I  should  point  out  here  that  the 
employees  who  joined  the  HMO  plan  were  required  to  make  a  monthly 
contribution  of  $6  for  single  and  $8  for  family  coverage,  whereas  the 
company  provides  employee  and  dependent  coverage  under  its  indem- 
nity health  plan  at  no  cost  to  employees. 

Our  second  enrollment  period  for  employees  was  held  in  December 
1973,  and  the  number  of  General  Mills'  HMO  members  increased  to 
844,  or  31.2  percent,  of  the  eligible  employees.  Only  three  of  the  initial 
General  Mills'  HMO  members  chose  to  switch  back  to  the  company 
indemnity  health  plan.  The  increase  in  membership  was  attributed 
primarily  to  the  favorable  comments  of  the  initial  HMO  plan  members 
as  General  Mills  purposely  takes  an  unbiased  position  in  presenting  its 
indemnitv  plan  and  the  HMO  option  to  its  employees. 

The  third  employee  enrollment  period  was  held  in  December  1974. 
General  Mills'  HMO  membership  increased  again,  this  time  to  1,127 
members  or  40.8  percent  of  eligible  employees.  If  we  include  the  em- 
ployees' dependents,  we  have  approximately  3,500  members  in  the 
HMO  plan.  Emplovee  satisfaction  remained  high  as  only  six  HMO 
members  switched  back  to  the  company's  indemnity  health  plan  on 
January  1, 1975. 

We  are  holding  our  fourth  employee  open  enrollment  meeting 
this  week  for  our  Minneapolis  employees  for  calendar  1976.  As  part  of 
the  1976  offering  General  Mills  has  added  a  second  HMO  plan  option 
as  the  company  believes  competition  between  HMO's  is  a  desirable 
way  to  bring  market  forces  to  bear  on  the  health  industry. 

It  will  be  several  weeks  before  we  have  the  final  enrollment  results 
although  we  expect  the  percentage  of  HMO  members  to  increase  some- 
what more  due  to  the  addition  of  the  second  HMO  option  and  a  reduc- 
tion in  the  fee  charged  for  HMO  participation. 

Senator  Nelson.  Is  that  elimination  of  the  fee  for  both  options? 

Mr.  McInttke.  That  is  correct. 

Senator  Nelson.  And  which  of  the  two  options,  the  first  or  second,  is 
the  highest  option  in  benefits  ? 
Mr.  McIntire.  No. 

With  respect  to  this,  I  mean  an  option,  Nicollet  Clinic,  and  option 
with  St.  Louis  Park  Clinic. 
Senator  Nelson.  Same  benefit  levels  ? 
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Mr.  McInttre.  Yes. 

I  think  it  is  important  to  note  that  the  physician  groups,  the  St. 
Louis  Park  Medical  Center — established  in  1952  which  now  has  some 
75  physicians — and  the  Nicollet — established  in  1921  and  now  has 
about  35  physicians — that  are  providing  the  medical  services  for  the 
two  HMO  plans  available  to  General  Mills  employees  are  basically 
fee- for- service  groups. 

Approximately  95  percent  of  the  Nicollet  Clinic's  and  90  percent  of 
the  St.  Louis  Park  Medical  Center  Clinic's  business  is  on  the  fee-for- 
service  basis.  This  points  out,  to  me,  the  need  to  postpone — as  section  7 
of  S.  1926  would  do — the  requirement  that  the  principal  professional 
activity  of  members  of  a  medical  group  be  HMO  services. 

The  HMO  principal  activity  provision  in  the  HMO  Act  of  1973  is 
of  real  concern  to  existing  well-established  fee-for-service  group  prac- 
tices that  wish  to  offer  HMO  plans,  and  it  is  of  real  concern  to  com- 
panies, such  as  General  Mills,  that  wish  to  offer  high  quality  HMO 
plans  which  may  only  be  available  from  principally  fee-for-service 
physician  groups. 

Minneapolis  employees  at  General  Mills  will  not  be  required  to  make 
contributions  for  HMO  coverage  during  1976  since  HMO  costs  and 
the  company  indemnity  plan  costs  are  now,  for  all  practical  purposes, 
the  same. 

We  are  in  favor  of  providing  reasonable  benefits  but  we  do  not  think 
that  HMO  plans  should  be  required  to  provide  numerous  expensive 
supplemental  benefits  that  will  render  them  noncompetitive  with  the 
traditional  group  insurance  and  service  organization  plans.  These 
typically  have  built-in  safeguards,  such  as  waiting  periods,  deducti- 
bles, varying  coinsurance  factors,  specific  exclusions,  and  maximum 
benefits  amounts. 

A  very  brief  overview  of  the  benefit  coverages  of  the  General  Mills 
indemnity  plan  and  its  two  Minneapolis  HMO  option  plans  is  attached 
as  exhibit  A  to  copies  of  these  remarks. 

General  Mills'  experience  with  high  participation  in  the  HMO  op- 
tion plan  is  not  unique.  Other  Minneapolis  companies  have  also  expe- 
rienced participation  rates  in  the  30-  and  40-percent  range. 

The  overall  general  acceptance  of  HMO's  in  the  Minneapolis  and  St. 
Paul  area — there  are  seven  operational  HMO  plans  now — is  the  result 
of  a  number  of  different  factors  with  the  major  one  being  the  educa- 
tional effort  that  has  been  made  by  the  Twin  Cities  health  care  develop- 
ment project. 

The  local  business  community  believed  that  HMO  development 
might  benefit  from  a  professionally  staffed,  independent  and  broad- 
based  organization  that  would  evaluate  an  alternative  form  of  health 
care  delivery  and  generally  provide  support  for  the  HMO  movement. 

In  addition,  the  new  Twin  Cities  HMO's  have  been  created  from 
some  of  the  finest  fee-for-service  group  practices  in  the  United  States. 
We  have  learned  from  this  experience  that  the  two  modes  for  health 
care  practice  can  be  readily  combined. 

Since  1972  HMO  activitv  in  the  Twin  Cities  has  grown  substantially. 
The  seven  metropolitan  HMO's  serve  over  95,000  residents— more  than 
double  the  enrollment  when  the  project  began.  Five  of  the  project's 
sponsoring  companies  have  offered  the  HMO  option  locally  and  two 
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more  are  planning  to  add  HMO  options  within  the  next  several  months. 

General  Mills  decided  to  continue  its  experiment  and  not  to  wait  for 
the  issuance  of  final  section  1310  regulations  before  making  the  HMO 
option  available  at  several  other  company  locations. 

An  HMO  plan  was  offered  at  two  General  Mills  locations  in  Cali- 
fornia on  January  1,  1975,  and  two  HMO  plans  were  made  available 
to  employees  in  the  Greater  Chicago  area  on  July  1, 1975.  Our  enroll- 
ment experiences  were  disappointing  and  were  in  no  way  similar  to 
our  experience  in  Minneapolis.  Only  5  percent  of  the  eligible  Cali- 
fornia employees  chose  the  HMO  option,  and  only  1  percent  chose  the 
option  in  Chicago. 

We  are  not  positive  what  factor  or  combination  of  factors  account 
for  the  enrollment  results  in  California  and  Chicago,  but  we  suspect 
that  employees'  monthly  out-of-pocket  which  were  higher  than  the 
Minneapolis  employees'  out-of-pocket  HMO  costs,  seemed  high  to 
employees  who  were  already  satisfied  with  the  company-paid  indem- 
nity health  plan. 

Senator  Nelson.  The  cost  to  the  employee  in  Chicago  and  California 
was  higher  than  in  Minneapolis? 

Mr.  McIntire.  Yes,  because  we  use  our  company  indemnity  plan  as 
base,  and  because  of  regional  differences  in  costs  for  medical  services 
across  the  country,  there  is  higher  cost  on  the  west  coast,  and  so  in 
using  the  base  cost  for  company  indemnity  plan,  they  had  to  make  up 
the  difference  between  that  and  the  cost  of  the  HMO. 

The  HMO  cost  in  California  was  considerably  more  than  it  was  in 
Minneapolis. 

Senator  Nelson.  Did  I  understand  you  to  say  earlier  on  that  the 
individual  cost  was  $6  in  addition  to  your  indemnity  plan  in  Minne- 
apolis and  $8  for  

Mr.  McInttre.  $6  for  single  and  $8  for  family  in  Minneapolis,  for 
calendar  year  that  is  ending,  and  beginning  next  calendar  year  in  Min- 
neapolis, there  will  be  no  employee  contribution  for  HMO  coverage. 

Senator  Nelson.  Will  that  be  the  same  option  you  are  offering  in 
California  ? 

Mr.  McIntire.  They  will  be  making  up  the  differences  in  those  costs, 
as  those  plans  come  to  renewal  date.  It  may  very  well  be  that  our  em- 
ployees outside  of  Minneapolis  area  will  still  be  required  to  pay  an  out- 
of-pocket  cost  for  HMO  coverage. 

Senator  Nelson.  Proceed. 

Mr.  McIntire.  The  employees  were  not  as  familiar  and  knowledge- 
able about  HMO's  as  were  our  Minneapolis  employees,  resulting  in 
possible  suspicion  of  "second  class"  health  care ;  and  the  employees  may 
not  have  found  the  locations  of  the  HMO  clinics  and  hospitals  as  con- 
venient as  their  existing  sources  of  medical  care  under  the  indemnity 
health  plan. 

Even  with  the  disappointing  enrollment  results  in  California  and 
Chicago,  General  Mills  supports  the  HMO  concept  and  plans  to  con- 
tinue to  offer  proven  high-qualitv  nonqualified  HMO  plans  to  its  em- 
plovees  where  there  are  no  federally  qualified  HMO  plans  and  possibly 
will  offer,  in  certain  areas,  proven  high  quality  nonqualified  HMO 
plans  in  addition  to  federally  qualified  plans. 

Overall,  I  would  have  to  say  that  General  Mills  experience  with  the 
HMO  option  has  been  successful,  particularly  so  in  Minneapolis.  As  I 
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mentioned  earlier,  the  option  was  offered  on  a  pilot  project  basis  to 
determine,  if  possible,  whether  quality  care  could  actually  be  provided 
under  a  better  controlled  cost  basis,  as  proponents  of  the  prepaid  group 
practice  concept  claimed. 

Although  General  Mills  has  only  had  the  HMO  option  for  approxi- 
mately 3  years,  it  can  report  to  date  that,  as  a  whole,  members  have 
received  quality  health  care  and  HMO  plan  costs  have  not  increased 
as  rapidly  as  our  and  other  group  health  indemnity  plan  costs  in 
Minneapolis  and  St.  Paul. 

According  to  one  Minneapolis-based  insurance  company,  rate  in- 
creases for  indemnity  health  plans  on  average  are  up  approximately 
25  percent  to  30  percent  in  the  Twin  Cities  area  compared  to  HMO 
plan  average  rate  increases  of  12  percent  to  15  percent. 

Recent  comparisons  between  HMO  and  the  General  Mills  medical 
insurance  plan  indicate  that  the  HMO  plans  have  a  substantially 
lower  hospital  utilization  rate. 

Senator  Nelson.  Let  me  ask  a  question. 

That  differential  between  indemnity  health  plans,  which  are  up  25, 
30  percent,  and  HMO  12  to  15  percent,  and  your  HMO  is  on  a  fee-for- 
service  basis? 

Mr.  McIntire.  No. 

The  group  of  physicians  that  are  providing  the  HMO  services  are 
basically  providing  95  percent  of  their  services  on  a  fee  for  service.  It 
is  a  split  operation. 

Senator  Nelson.  There  is  not  a  fee-for-service  charge  under  HMO  ? 

Mr.  McIntire.  That  is  right. 

Senator  Nelson.  I  misunderstood  you  earlier. 

Mr.  McIntire.  The  Med  Center  health  plan,  the  first  HMO  offered 
by  General  Mills,  has  a  record  of  400  days  of  hospital  confinement 
per  1,000  people.  The  Nicolett  plan  confinement  rate  ranges  from  500 
to  625  hospital  days  per  1,000  people,  not  as  favorable  primarily  be- 
cause of  its  relatively  small  membership — less  than  3,000 — therefore, 
the  percentage  rate  is  more  susceptible  to  fluctuation.  The  hospital 
utilization  rate  is  expected  to  level  off  as  the  membership  increases. 

In  sharp  contrast  to  the  HMO  plans,  the  General  Mills  medical 
insurance  plan  hospital  utilization  rate  has  been  approximately  780 
hospital  days  per  1,000  people.  Daily  hospital  rates  in  the  Minneapolis 
area  are  as  high  as  $115  for  obstetrical  procedures  through  $150  for 
surgical  procedures  to  $290  for  intensive  care. 

General  Mills  has  been  pleased  with  its  experience  in  offering  the 
HMO  option  for  a  number  of  reasons,  including : 

The  HMO  option  is  perceived  by  our  employees  and  their  families 
as  an  important  part  of  the  company's  overall  employee  benefit  pack- 
age. The  HMO  option  provides  our  employees  with  a  choice  between 
company  indemnity  plan  and  HMO  plan  benefits,  and  a  choice  be- 
tween fee-for-service  and  prepaid  group  practice  health  care  delivery 
systems. 

The  prepaid  group  practice  HMO  option  provides  our  employees 
with  a  central  source  of  quality  comprehensive  health  care  and  serv- 
ices on  a  24-hour  basis. 

The  HMO  plan  provides  a  readily  available  source  of  professional 
health  care  for  our  company  employees  who  are  transferred  to  Minne- 
apolis from  other  parts  of  the  country ;  there  are  no  problems  in  find- 
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ing  a  new  doctor,  and  plan  members'  medical  costs  are  reasonably 
well-defined  and  budgeted  in  advance  of  any  necessary  care  that  they 
receive  under  the  plan  during  the  course  of  the  year. 

In  summary,  General  Mills  is  pleased  with  the  HMO  option.  Our 
satisfaction  is  based  on  the  quality  of  care  rendered,  expressed  em- 
ployee satisfaction,  and  preliminary  indications  that  costs  of  health 
care  under  HMO's  may  be  contained  better  than  under  the  tradi- 
tional fee-for-service  system. 

General  Mills  supports,  as  does  the  chamber,  S.  1926,  and  hopes 
that  it  does  become  law,  thereby  allowing  existing  and  new  HMO 
plans  to  compete  on  a  more  favorable  basis  with  the  traditional  group 
health  insurance  and  service  organization  plans. 

Mr.  Chairman,  I  will  be  happy  to  answer  any  questions  that  there 
may  be  with  respect  to  General  Mills'  experience  in  offering  the  HMO 
option  to  its  employees. 

Senator  Nelson.  Thank  you  very  much,  Mr.  Mclntire. 

I  will  forego  any  questions  at  the  moment  because  of  the  interrup- 
tions we  are  going  to  have  with  rollcalls. 

We  want  everyone  to  have  an  opportunity  to  get  their  testimony  in 
the  record. 

However,  would  you  gentlemen  be  willing  to  respond  to  questions 
if  committee  members  have  questions  they  would  like  to  submit  to  you 
in  writing,  and  the  record  will  be  kept  open  ? 

Mr.  McIntire.  We  would. 

Senator  Nelson.  Thank  you  very  much. 

Ms.  Wooden.  May  I  ask  a  question  ? 

Senator  Nelson.  Yes. 

Ms.  Wooden.  Will  our  testimony  be  included  in  the  record  with  our 
exhibits  ? 

Senator  Nelson.  Everything  in  your  prepared  text,  as  well  as  your 
extemporaneous  remarks,  will  be  included  in  the  record. 

[The  prepared  statement  of  Mr.  Field,  presented  on  behalf  of  the 
Chamber  of  Commerce  of  the  United  States,  follows:] 
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Statement  of  the 

CHAMBER  OF  COMMERCE  OF  THE 
UNITED  STATES  OF  AMERICA 


on: 

Health  Maintenance 

Oraanijatinn  Amprvimpnts 
of  1975,  S.  1926 

tO: 

Subcommittee  on 
Health,  Senate 
Committee  on  Labor 
&  Public  Welfare 

by: 

Edward  L.  Field 
&  David  E  Mclntire 

date: 

December  12,  1975 

As  the  nation's  largest  business  federation,  the  Chamber's  membership  includes  over 
48,000  business  firms,  corporations  and  individuals— and  more  than  3,500  chambers 
of  commerce  and  trade  and  professional  associations,  with  an  underlying 
membership  in  excess  of  5,000,000. 
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STATEMENT 
on 

HEALTH  MAINTENANCE  ORGANIZATION  AMENDMENTS  OF  1975  (S.1926) 
before  the 
SUBCOMMITTEE  ON  HEALTH 
of  the 

SENATE  COMMITTEE  ON  LABOR  AND  PUBLIC  WELFARE 
for  the 

CHAMBER  OF  COMMERCE  OF  THE  UNITED  STATES 

by 

EDWARD  L.  FIELD  and  DAVID  F.  McINTIRE 
December  12,  1975 


My  name  is  Edward  L.  Field.     I  am  Operating  Vice  President  of 
Employee  Relations  for  Federated  Department  Stores,  Inc.,  headquartered  in 
Cincinnati,  Ohio.     I  was  a  member  of  the  Chamber's  Special  Committee  on  the 
Nation's  Health  Care  Needs  for  several  years,  and  chaired  its  subcommittee 
on  Health  Delivery  Systems. 

My  associate  today  is  David  F.  Mclntire,  Manager  of  Employee  Benefits 
General  Mills,  Inc.,  headquartered  in  Minneapolis,  Minnesota,  and  a  member 
of  the  Chamber's  Health  Committee. 

Accompanying  us  is  Rose  P.  Wooden,  Committee  Executive  of  the  Chamber 
Special  Committee  on  The  Nation's  Health  Care  Needs. 

The  Chamber  welcomes  this  opportunity  to  support  S.1926,    The  Health 
Maintenance  Organization  Amendments  of  1975.     This  issue  is  of  vital  concern 
to  our  membership  which  embraces  more  than  48,000  business  enterprises,  3,600 
trade  and  professional  associations  and  local  and  state  chambers  of  commerce. 
The  underlying  membership  is  more  than  5,000,000  individuals  and  firms. 

The  Chamber  supported  the  original  HMO  Act  which  encompassed  the 
concept  of  pilot-testing.    We  recognized  the  need  to  experiment  with  alter- 
native methods  of  health  care  delivery.     The  business  community  keenly  hopes 
that  the  HMO  system  will  prove  to  be  a  means  to  effectuate  reasonable 
constraints  on  the  spiralling  cost  of  health  care. 
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Our  concern  is  that  HMOs  have  not  developed  as  rapidly  as  we 
expected  when  the  Act  was  signed  into  law  two  years  ago.     We  have  found  that 
certain  provisions  of  the  Act  are  administratively  impractical,  from  the 
point  of  view  of  both  an  employer  and  an  HMO  provider.     Other  provisions 
tend  to  make  HMOs  not  competitive  with  existing  health  care  programs. 
Instead  of  encouraging  the  growth  of  HMOs,  the  richness  of  the  statutory 
benefit  packages  and  certain  of  the  organizational  and  operating  procedures 
are  acting  as  real  deterrents. 

We  believe  that  S.1926  was  introduced  to  alleviate  these  problems. 
We  commend  this  committee  for  considering  proposed  amendments,  many  of  which 
we  find  to  be  constructive. 

The  Chamber's  specific  comments  on  eight  substantive  amendments  con- 
tained in  S.1926  follow  in  the  order  of  their  importance  to  business: 

— Section  10  The  most  serious  problem  for  employers  raised  by  the 

original  Act  was  the  provision  that  a  qualified  HMO  must  be 
recognized  by  the  Employer  for  the  dual  choice  option,  even 
if  onlv  one  employee  resides  in  that  HMO's  service  area.  This 
provision  places  an  extremelv  heaw  administrative  burden  on 
employers.     Applying  the  25  employee  requirement  in  Section 
1310  to  the  HMO  service  area  would  relieve  this  problem. 

The  Chamber  supports  deletion  of  criminal  penalties  for 
employers  who  fail  to  offer  the  HMO  option.    We  favor  the 
substitution  of  civil  penalties  assessed  by  the  Secretary  of 
Health,  Education  and  Welfare. 

— Section  5  We  support  reduction  in  the  required  benefit  package  to  be 

offered  by  HMOs.  Business  is  concerned  that  the  HMO  option 
be  cost-competitive  with  the  current  company  health  benefit 
plans.  Further,  it  has  been  difficult  for  employers  to  determine 
the  cost  of  individual  HMO  services  beyond  those  offered  by 
the  company  plan.  Reducing  the  required  benefit  package  to 
levels  comparable  to  existing  employee  benefit  plans  will 
enable  employers  to  determine  their  cost  contribution  to  the 
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HMO  plan  more  easily.     Adoption  of  the  HMO  concept  will 
be  increased  by  such  a  reduction  in  the  level  of  required 
benefits.     Otherwise,  HMOs  are  put  in  a  position  of  pricing 
themselves  out  of  the  market. 

Section  2  The  Chamber  supports  making  supplementary  benefit  schedules 

optional  for  HMOs,  if  health  manpower  is  available  and  if 
the  market  can  bear  the  additional  costs .     This  provision  would 
make  the  operation  of  HMOs  more  realistic. 

Section  6  Regarding  community  rating,  we  believe  HMOs  should  be  able 

to  market  their  product  competitively  with  indemnity  or  Blue 
Cross /Blue  Shield  plans.    Normally,  many  indemnity  and  Blue  Cross/ 
Blue  Shield  plans  are  experience-rated.    We  believe  the  amend- 
ment which  would  delay  community  rating  should  be  strengthened 
to  allow  HMOs  to  experience-rate  in  keeping  with  the  traditional 
marketing  procedure  of  major  insurers  and  Blue  Cross /Blue  Shield 
plans . 

Section  4  We  generally  support  deletion  of  the  requirement  for  an 

annual  open  enrollment.     It  is  recognized  that  the  intent  of  the 
Act  is  to  remove  barriers  to  enrolling  in  the  alternative  HMO  plans . 
However,  to  allow  fledgling  HMOs  to  get  started  they  should  be 
allowed  to  compete  on  an  equal  basis  with  health  insurance  plans. 
The  mechanism  of  placing  open  enrollment  unilaterally  on  HMOs  is 
prejudicial  because  it  exposes  HMOs  to  a  greater  proportion  of 
high  medical  risk  candidates.     The  Chamber  is  sympathetic  to 
making  relief  available  for  persons  with  high  medical  risks,  but 
opposes  placing  an  excessive  burden  on  one  small  share  of  the 
health  industry.     Congress  should  look  to  an  equitable  solution 
whereby  both  insurors  and  HMOs  would  share  this  risk  of  open 
enrollment. 

Section  3  The  Chamber  generally  supports  allowing  individual  practice 

association  (IPAs)  to  continue  their  customary  practice  of 
providing  HMO  services  directly  to  enrollees  through  arrangements 
with  physicians  and  health  care  providers. 
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— Section  7  The  Chamber  generally  supports  the  provision  which  would 

allow  physicians  whose  principal  professional  activity  is 
in  group  practice  to  participate  in  HMO  practice  regardless 
of  whether  or  not  such  physician  devotes  the  majority  of  his 
time  to  the  HMO  practice.     Arbitrarily  forcing  doctors  to  spend 
a  majority  of  their  time  in  HMO  practice  could  stifle  the  growth 
of  HMOs  by  placing  unnecessary  restrictions  on  physician  group 
practice.     Many  companies  are  already  satisfactorily  dealing  with 
HMOs  and  have  found  that  market  demand  is  the  most  effective  deter- 
minant of  the  amount  of  time  a  physician  should  spend  in  an 
HMO  practice.     Absent  this  provision,  some  of  the  country's 
greatest  group  practice  associations  such  as  the  Mayor  Clinic 
and.  the  Cleveland  Clinic  will  never  find  it  practical  to  open 
up  an  ancillary  HMO  facility. 

— Section  11  The  Chamber  supports  establishment  of  a  procedure  for 

disqualification  of  HMOs  offering  the  Section  1310  dual  choice 
option.     Employers  dealing  with  HMOs  also  need  a  method  of 
appeal  to  the  Department  of  Health,  Education  and  Welfare  (HEW) 
when  an  initially  qualified  HMO  no  longer  warrants  such  status. 
The  HMOs  method  of  enrollment,  quality  of  care,  medical  staff 
turnover  or  solvency  may  make  re-evaluation  necessary  despite 
an  earlier  "qualified"  endorsement  by  HEW.    An  employer  could 
find  himself  in  the  untenable  position  of  having  to  offer  an 
HMO  that  is  not  properly  serving  his  employees. 

Mr.  Chairman,  we  believe  that  these  amendments  are  essential  if  HMOs 
are  to  survive  on  their  own  merits.     They  are  consistent  with  the  American  business 
traditions  of  freedom  of  choice,  incentive  approaches  for  efficiency,  self- 
reliance  and  competition.     HMOs  are  not  designed  to  be  a    system  for  solving 
all  the  problems  of  health  care  delivery  in  this  country.     HMOs  are  a  small 
pilot  demonstration  program  designed  to  inject  a  competitive  system  of  delivering 
preventive  medical  care  into  our  existing  health  delivery  system. 

The  proposed  modification  of  the  benefit  structure  may  produce  a 
benefit  package  that  falls  short  of  ideal  and  short  of  that  initially  envis- 
ioned by  the  Congress.     We  recognize  there  will  be  those  who  argue  against 
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HMO  program  modifications  at  this  stage  because  the  original  act  has  not 
been  fully  implemented.     We  question  whether  the  HMO  movement  will  ever  be 
fully  implemented  if  the  amendments  are  not  agreed  to.     In  this  matter,  as 
in  other  aspects  of  health  care  delivery,  we  must  learn  to  temper  our 
idealism  with  realism.     Health  care  resources  are  unfortunately  finite,  and 
so  are  the  dollars  available  to  purchase  them.     In  a  start-up  program,  we 
must  make  some  hard  choices  between  what  would  be  ideal  and  what  is  essential. 

The  business  community  shares  all  the  concerns  about  drug  abuse, 
inadequate  home  health  care,  preventive  care  for  children  and.  in  general,  the 
desirability  of  a  totally  comprehensive  benefit  package.     Such  total  protection 
is  a  worthwhile  endeavor.     The  Chamber  supports  the  concept  of  comprehensive 
benefit  coverage  and  universal  access  to  health  care  for  all  Americans;  but 
we  should  not  confuse  HMOs  with  an  all  encompassing  national  health  insurance 
system  which  would  address  all  the  health  needs  of  the  country.     HMOs  are  not 
designed  to  do  that.     They  do- not  have  the  resources  to  presently  meet  all  of 
our  expectations.     Today,  we  are  simply  trying  to  make  the  HMO  competitive 
with  third-party  insurance  systems,  and  no  more  than  that.     The  purpose  of 
the  HMO  program  should  therefore  be  to  produce  a  viable  alternative  to  other 
health  care  arrangements. 

We  believe  that  HMOs  should  be  allowed  to  compete  with  existing  health 
care  delivery  schemes.    We  will  destroy  the  whole  purpose  behind  the  HMO 
movement  if  we  force  HMOs  to  offer  a  benefit  package  without  regard  to  the 
total  cost  involved.     Likewise,  if  we  ignore  the  market  pressures  and  demands 
which  determine  the  amount  of  time  physicians  devote  to  HMO  practices,  and 
ignore  the  problems  open  enrollment  and  community  rating  create  for  beginning 
HMOs,  we  may  undermine  the  basic  purpose  of  the  Act. 

We  strongly  support  the  intent  of  the  legislation  to  create  pre-paid 
systems  of  preventive  health  care  for  individuals  and  families,  particularly 
those  with  young  children.  Our  citizens  need  the  security  of  knowing  in  advance 
how  much  must  be  provided  in  the  family  budget  for  adequate  protection  against 
illness.     The  American  people  need  a  choice  as  to  how  they  receive  health 
care.     Passage  of  S.1926  will  make  HMOs  a  realistic  choice.    HMOs  have  demon- 
strated the  potential  to  counteract  the  upward    spiral  in  health  care  costs  with 
the  least  intrusion  by  the  federal  government  in  the  private  practice  of  medicine. 
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Surveys  have  shown  that ,  when  compared  with  fee  for  service  care ,  HMO 
participants  receive  better  and  less  costly  outpatient  care,  and  spend  less 
time  in  hospitals  when  hospitalization  is  necessary.     Increased  federal  sub- 
sidies of  health  care  cost  without  substantial  improvement  in  the  effectiveness 
of  the  delivery  system  will  only  accelerate  the  alarming  rate  of  increase  in 
medical  costs. 

Most  Americans  still  appreciate  the  advantages  of  a  plurality  of 
choice  of  health  care.     The  choice  of  group  practice,  f ee-f or-service ,  or 
some  modified  plan  depends  on  personal  feelings ,  economic  status  or  geo- 
graphic location.     HMOs  are  not  a  panacea,  or  even  suitable  for  everyone, 
but  they  need  to  be  developed  as  one  way  of  injecting  more  competition  into 
the  delivery  of  health  care  services. 

In  the  future,  when  more  HMOs  are  on  a  sound  footing,  it  may  be 
appropriate  to  consider  expansion  of  the  benefits  and  the  standards  required 
of  HMOs.     At  the  present  time,  fledgling  HMOs  need  a  chance  merely  to  survive. 

Mr.  Chairman,  this  concludes  my  prepared  remarks.    We  look  forward 
to  working  with  you  and  your  colleagues  in  shaping  this  legislation  which  will 
improve  the  opportunity  to  experiment  with  an  alternative  health  care  delivery 
system,  increase  incentives  for  health  care  providers  to  become  more  efficient  and 
competitive,  and  assist  employers  in  offering  the  dual  choice  option  to  their 
employees . 

I  will  be  pleased  to  answer  any  questions  after  my  associate  David  F. 
Mclntire  has  the  opportunity  to  present  his  testimony  on  the  experience  of 
General  Mills,  Inc.  with  the  HMO  movement. 


My  name  is  David  F.  Mclntire,  I  am  Employee  Benefits  Manager  for 
General  Mills,  Inc.  headquartered  in  Minneapolis,  Minnesota.     I  am  a  member 
of  the  Chamber's  Special  Committee  on  the  Nation's  Health  Care  Needs  and  serve 
as  chairman  of  its  Subcommittee  on  Health  Delivery  Systems. 


333 

-7- 


General  Mills  supports  the  Chamber's  position  as  summarized  by 
Mr.  Field  in  amending  the  Health  Maintenance  Organization  Act  of  1973.  These 
amendments  would  allow  developing  health  maintenance  organizations   (HMOs)  to 
better  compete  in  the  marketplace  with  the  traditional  f ee-for-service  sys- 
tem. 

As  Mr.  Field  indicated,  I  will  comment  on  General  Mills'  experience 
to  date  in  offering  the  HMO  option  to  its  salaried  employees.     In  addition, 
I  will  comment  briefly  on  the  favorable  HMO  activity  in  the  Twin  Cities  of 
Minneapolis  and  St.  Paul  as  I  believe  it  is  unique  in  the  country. 

General  Mills  first  became  interested  in  the  prepaid  group  practice 
concept  in  the  late  1960s.     Two  major  factors  accounted  for  the  Company's  interest 
first,  there  was  a  genuine  concern  about  the  spiralling  costs  of  medical 
care  under  the  traditional  f ee-for-service  health  care  system  and,  second, 
there  appeared  to  be  the  potential  for  better  control  of  health  care  costs 
under  the  prepaid  group  practice  concept. 

General  Mills  continued  its  investigation  of  the  prepaid  group  practice 
concept  during  the  early  1970s  and  on  March  1,  1973  it  made  the  HMO  option 
available  to  its  Minneapolis  area  employees  on  a  pilot  project  basis.     In  the 
initial  enrollment,  535   (20.3%)  of  2,640  eligible  employees  joined  the  HMO 
plan.     I  should  point  out  here  that  the  employees  who  joined  the  HMO  plan 
were  required  to  make  a  monthly  contribution  of  $6  for  single  and  $8  for 
family  coverage,  whereas  the  Company  provides  employee  and  dependent  coverage 
under  its  indemnity  health  plan  at  no  cost  to  employees. 

Our  second  enrollment  period  for  employees  was  held  in  December  1973 
and  the  number  of  General  Mills  HMO  members  increased  to  844,  or  31.2%  of  the 
eligible  employees.     Only  three  of  the  initial  General  Mills  HMO  members  chose 
to  switch  back  to  the  Company  indemnity  health  plan.     The  increase  in  member- 
ship was  attributed  primarily  to  the  favorable  comments  of  the  initial  HMO  plan 
members  as  General  Mills  purposely  takes  an  unbiased  position  in  presenting  its 
indemnity  plan  and  the  HMO  option  to  its  employees. 


334 


-     8  - 

The  third  employee  enrollment  period  was  held  in  December,  1974. 
General  Mills' HMO  membership  increased  again,  this  time  to  1,127  members 
or  40.8%  of  eligible  employees.     If  we  include  the  employees'  dependents, 
we  have  approximately  3,500  members  in  the  HMO  plan.     Employee  satisfaction 
remained  high  as  only  six  HMO  members  switched  back  to  the  Company's 
indemnity  health  plan  on  January  1,  1975. 

We  are  holding  our  fourth  employee  open  enrollment  meeting  this  week 
for  our  Minneapolis  employees  for  calendar  1976.     As  part  of  the  1976  offer- 
ing, General  Mills  has  added  a  second  HMO  plan  option  as  the  company  believes 
competition  between  HMOs  is  a  desirable  way  to  bring  market  forces  to  bear 
on  the  health  industry.     It  will  be  several  weeks  before  we  have  the  final 
enrollment  results  although  we  expect  the  percentage  of  HMO  members  to  increase 
somewhat    more  due  to  the  addition  of  the  second  HMO  option  and  a  reduction  in 
the  fee  charged  for  HMO  participation. 

I  think  it  is  important  to  note  that  the  physician  groups,  the  St. 
Louis  Park  Medical  Center  (established  in  1952  which  now  has  some  75  physicians) 
and  the  Nicollet  (established  in  1921  and  now  has  about  25  physicians) ,  that 
are  providing  the  Medical  services  for  the  two  HMO  plans  available  to  General 
Mills  employees  are  basically  f ee-f or-service  groups.     Approximately  95%  of 
the  Nicollet  Clinic's  and  90%  of  the  St.  Louis  Park  Medical  Center  Clinic's 
business  is  on  the  fee  for  service  basis.     This  points  out,  to  me,  the  need 
to  at  least  postpone  (as  Section  7  of    S.  1926  would  do)  the  requirement 
that  the  principal  professional  activity  of  members  of  a  medical  group  be 
HMO  services.     The  HMO  principal  activity  provision  in  the  HMO  Act  of  1973 
is  of  real  concern  to  existing,  well-established  f ee-f or-service  group 
practices  that  wish  to  offer  HMO  plans  and  it  is  of  real  concern  to  companies 
such  as  General  Mills   that  wish  to  offer  high  qualitv  HMO  plans  which  may  only 
be  available  from  principally  f ee-f or-service  physician  groups. 

Minneapolis  employees  at  General  Mills  will  not  be  required  to  make 
contributions  for  HMO  coverage  during  1976  since  HMO  costs  and  the  company 
indemnity  plan  costs  are  now,  for  all  practical  purposes,  the  same. 

We  are  in  favor  of  providing  reasonable  benefits  but  we  do  not  think 
that  HMO  plans  should  be  required  to  provide  numerous  expensive  supplemental 
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benefits  that  will  render  them  non-competitive  with  the  traditional 
group  insurance  and  service  organization  plans.     These  typically  have 
built-in  safeauards  such  as  waiting  periods,  deductibles,  varying  co- 
insurance factors,  specific  exclusions  and  maximum  benefit  amounts. 

A  very  brief  overview  of  the  benefit  coverages  of  the  General 
Mills  indemnity  plan  and  its  two  Minneapolis  HMO  option  plans  is  attached  as 
Exhibit  A  to  the  copies  of  these  remarks. 

General  Mills'  experience  with  high  participation  in  the  HMO  option 
plan  is  not  unique.     Other  Minneapolis  companies  have  also  experienced 
participation  rates  in  the  30%  and  40%  ranges. 

The  overall  general  acceptance  of  HMOs  in  the  Minneapolis  and  St.  Paul 
area  (there  are  seven  operational  HMO  plans  now)  is  the  result  of  a  number 
of  different  factors  with  the  major  one  being  the  educational  effort  that 
has  been  made  by  the  Twin  Cities  Health  Care  Development  Project.     The  local 
business  community  believed  that  HMO  development  might  benefit  from  a  pro- 
fessionally staffed,  independent  and  broad-based  organization  that  would 
evaluate  an  alternative  form  of  health  care  delivery  and  generally  provide 
support  for  the  HMO  movement.     In  addition,  the  new  Twin  Cities  HMOs  have 
been  created  from  some  of  the  finest  f ee-f or-service  group  practices  in  the 
U.   S.     We  have  learned  from  this  experience  that  the  two  modes  for  health 
care  practice  can  be  readily  combined. 

Since  1972,  HMO  activity  in  the  Twin  Cities  has  grown  substantially. 
The  seven  metropolitan  HMOs  serve  over  95,000  residents  —  more  than  double 
the  enrollment  when  the  Project  began.     Five  of  the  Projects 's  sponsoring 
companies  have  offered  the  HMO  option  locally  and  two  more  are  planning  to 
add  HMO  options  within  the  next  several  months. 

General  Mills  decided  to  continue  its  experiment  and  not  to  wait  for 
the  issuance  of  final  Section  1310  regulations  before  making  the  HMO  option 
available  at  several  other  Company  locations. 


An  HMO  plan  was  offered  at  two  General  Mills  locations  in  California  on 
January  1,  1975  and  two  HMO  plans  were  made  available  to  employees  in  the 
greater  Chicago  area  on  July  1,  1975.     Our  enrollment  experiences  were  disappoint- 
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ing  and  were  in  no  way  similar  to  our  experience  in  Minneapolis.  Only  5%  of 
the  eligible  California  employees  chose  the  HMO  option  and  only  1%  chose  the 
option  in  Chicago. 

We  are  not  positive  what  factor  or  combination  of  factors  account  for 
the  enrollment  results  in  California  and  Chicago  but  we  suspect  that :     employees 1 
monthly  out-of-pocket  costs,  which  were  higher  than  the  Minneapolis  employees' 
out-of-pocket  HMO  costs,  seemed  high  to  employees  who  were  already  satisfied 
with  the  Company-paid  indemnity  health  plan;  the  employees  were  not  as  familiar 
and  knowledgeable  about  HMOs  as  were  our  Minneapolis  employees,  resulting  in 
possible  suspicion  of  "second  class"  health  care;  and  the  employees  may  not 
have  found  the  locations  of  the  HMO  clinics  and  hospitals  as  convenient 
as  their  existing  sources  of  medical  care  under  the  indemnity  health  plan. 

Even  with  the  dissappointing  enrollment  results  in  California  and 
Chicago,  General  Mills  supports  the  HMO  concept  and  plans  to  continue  to  offer 
proven  high  quality  non-qualified  HMO  plans  to  its  employees  where  there  are 
no  Federally  qualified  HMO  plans  and  possibly  will  offer,  in  certain  areas,  proven 
high     quality  non-qualified  HMO  plans  in  addition  to  Federally  qualified  plans. 

Overall,  I  would  have  to  say  that  General  Mills  experience  with  the 
HMO  option  has  been  successful,  particularly  so  in  Minneapolis.     As  I  mentioned 
earlier,  the  option  was  offered  on  a  pilot  project  basis  to  determine,  if  possible, 
whether  quality  health  care  could  actually  be  provided  under  a  better  controlled 
cost  basis,  as  proponents  of  the  prepaid  group  practice  concept  claimed. 
Although  General  Mills  has  only  had  the  HMO  option  for  approximately  three 
years,  it  can  report  to  date  that  as  a  whole,  members  have  received  quality 
health  care  and  HMO  plan  costs  have  not  increased  as  rapidly  as  our  and 
other  group  health  indemnity  plan  costs  in  Minneapolis  and  St.  Paul.  According 
to  one  Minneapolis-based  insurance  company,  rate  increases  for  indemnity 
health  plans  on  average  are  up  approximately  25%  to  30%  in  the  Twin  Cities 
area  compared  to  HMO  plan  average  rate  increases  of  12%  to  15%. 

Recent  comparisons  between  HMO  and  the  General  Mills  medical  insurance 
plan  indicate  that  the  HMO  plans  have  a  substantially  lower  hospital  utili- 
zation rate.     The  Med  Center  Health  Plan,  the  first  HMO  offered  by  General 
Mills,  has  a  record  of  400  days  of  hospital  confinement  per  1000  people.  The 
Nicolett  Plan  confinement  rate  ranges  from  500  to  625  hospital  days  per  1000 
people,  not  as  favorable  primarily  because  of  its  relatively  small  membership 
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(less  than  1000) ,  therefore  the  percentage  rate  is  more  susceptible  to 
fluctation.     The  hospital  utilization  rate  is  expected  to  level  off  as  the 
membership  increases.     In  sharp  contrast  to  the  HMO  plans,  the  General  Mills 
medical  insurance  plan  hospital  utilization  rate  has  been  approximately  780 
hospital  days  per  1000  people.     Daily  hospital  rates  in  the  Minneapolis  area 
range  from  $115.00  for  obstectrical  procedures  through  $150.00  for  surgical 
procedures  to  $290.00  for  intensive  care. 

General  Mils  has  been  pleased  with  its  experience  in  offering  the 
HMO  option  for  a  number  of  reasons,  including: 

The  HMO  option  is  perceived  by  our  employees  and  their  families  ss  an 
important  part  of  the  Company's  overall  employee  benefit  package 
The  HMO  option  provides  our  employees  with  a  choice  between  Company 
idemnity  plan  and  HMO  plan  benefits  and  a  choice  between  fee-for- 
service  and  prepaid  group  practice  health  care  delivery  systems. 

The  prepaid  group  practice  HMO  option  provides  our  employees  with  a 
central  source  of  quality  comprehensive  health  care  and  services  on 
a  24-hour  basis. 

The  HMO  plan  provides  a  readily  available  source  of  professional 
health  care  for  our  Company  employees  who  are  transferred  to  Minneapolis 
from  other  parts  of  the  country;  there  are  no  problems  in  finding 
a  new  doctor, and 

Plan  members'  medical  costs  are  reasonably  well  defined  and  budgeted 
in  advance  of  any  necessary  care  that  they  receive  under  the  plan 
during  the  course  of  the  year. 

In  summary,  General  Mills  is  pleased  with  the  HMO  option.     Our  satis- 
faction is  based  on  the  quality  of  care  rendered,  expressed  employee  satisfaction, 
and  preliminary  indications  that  costs  of  health  care  under  HMOs  may  be 
contained  better  than  under  the  tradtional  f ee-f or-service  system.  General 
Mills  supports,  as  does  the  Chamber,  S.1926  and  hopes  that  it  does  become  law, 
thereby  allowing  existing  and  new  HMO  plans  to  compete  on  a  more  favorable  basis 
with  the  traditional  group  health  insurance  and  service  organization  plans. 

Mr.  Chairman,  I  will  be  happy  to  answer  any  questions  that  there  may  be 
with  respect  to  General  Mills  experience  in  offering  the  HMO  option  to  its  employees. 
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Exhibit  A 

1976  COMPARISON  OF  GENERAL  MILLS  GROUP  HEALTH 
INDEMNITY  PLAN  AND  TWO  MINNEAPOLIS  HMO  PLANS 


Service 

General  Mills 

Indemnity  Plan 

Coverage 

(Any  accredited 

hospital) 

MedCenter  Plan 
Coverage 
(Methodist 
Hospital) 

Nicollet-Eitel 
Plan  Coverage 
(Eitel 
Hospital) 

1.     In-hospital  (semi- 
private) 

100%  of  first  $2500  in 
full,  then  96%* 
coverage  of  remaining 
eligible  coverage 

100%  for  365  days 

100%  for  365  days 

2.  In-hospitalization 
for  dental  surgery 

Same  as  above  (dental 
charges  not  covered) 

Not  covered 

Hospital  coverage  at 
Plan  Hospital.  The 
dental  charges  not 
covered. 

3.  Surgery* 

Scheduled  benefits  up 
to  $1800.     Any  remain- 
ing eligible  charges 
are  paid  at  80%. 

100%  of  all  reasonable 
and  customary  fees 

100%  of  all  reasonable 
and  customary  fees 

A.     Visits  to  doctor's 
office 

Paid  at  80%* 

100% 

100% 

5.     Doctor  visits 
in-hospital 

Pays  $12.00  per  visit 

100% 

100% 

6.     Outpatient  Lab. 
&  X-ray  tests 

100%  up  to  $100  per 
calendar  year.  Any 
remaining  charges 
are  paid  at  80%* 

100% 

100% 

7.    Home  Health 

80%* 

100%  of  physician's  fee. 
Member  pays  $10  for 
visit  by  nurse,  thera- 
pist, etc. 

Member  pays  $2  per 
visit  including  nurse, 
therapist,  etc.  $10 
per  physician  visit. 

8.     Prescription  drugs 

Paid  at  80%* 

Member  pays  up  to  $2.50 
per  prescription 
dispensed  at  HMO  phar- 
macies. Prescriptions 
are  issued  in  a  30-day 
supply  (90  days  for 
birth  control  pills)  or 
100  units  whichever  is 
greater . 

Member  pays  up  to  $2 
per  prescription  dis- 
pensed at  HMO  pharmacy 
Prescriptions  are 
issued  in  a  34-day 
supply. 

*Assumes  $75  annual  per  individual  deductible  has  been  satisfied. 
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Service 

General  Mills 

Indemnity  Plan 

Coverage 

(Any  accredited 

hospital) 

MedCenter  Plan 
Coverage 
(Methodist 
Hospital) 

Nicollet-Eitel 
Plan  Coverage 
(Eitel 
Hospital) 

9.  Maternity 

Surgical  and  hospital 
benefits  are  paid 

Member  pays  $200  if 
pregnancy  terminates 
6  months  or  more  after 
conception.  (Conception 
must  occur  while  member 
is  covered  by  Plan) 

Normal  delivery  or 

Caesarian  section: 
Member  pays  $200 

Other  termination  of 

pregnancy: 

Member  pays  $100  if 
hospital  confined: 
nothing  if  not 
hospital  confined. 

Pregnancy  benefits 
available  if  member 
was  covered  by  either 
the  HMO  Plan  or  G-Plan 
at  conception. 

10.     Routine  annual 

Doctor's  charges  are 
not  covered.     Lab  and 
X-ray  charges  are 
covered  up  to  $100 
per  calendar  year. 

100%  covered  except  for 
physical  exams  needed 
to  obtain  employment  or 
insurance. 

100%  covered  except  for 
physical  exams  needed 
to  obtain  employment 
or  insurance. 

11.  Immunizations 

Not  covered 

100% 

100% 

12.     Eye  and  Hearing 

Not  covered  for  exams 
done  for  correction  of 
vision  or  hearing 

100%  coverage  (includ- 
ing refraction) 

100%  coverage  ($6  charge 
for  refraction) 

13.  Out-patient 
Accident 

100%  of  first  $200  plus 
scheduled  surgical 
benefits  and  80%  of 
balance.  Regular  bene- 
fits if  hospital 
confined. 

80%  of  first  $2,500  of 
expenses  and  100%  in 
excess,  up  to  $25,000 
per  illness. 

100%  up  to  $250  if  not 
hospital-confined . 
Physician  services 
covered  for  reasonable 
charges  and  hospital 
for  365  days  if  hospital 
confined . 

14 .  Emergency 

Maternity  services 
received  outside 
Plan  facilities 

Same  as  shown  in 
"Maternity  Section" 

Patient  pays  first  $200 
Plan  pays  80%  of  the 
balance  to  $2500  then 
100%  to  $25,000 

100%  up  to  $500 

15.  Ambulance 

Included  under  "in- 
hospital"  benefit  - 
See  1 

80% 

100%  when  ordered  by  a 
Plan  physician  in 
service  area;  otherwise 
100%  up  to  $25. 

*Assumes  $75  annual  per  individual  deductible  has  been  satisfied. 


340 


General  Mills 

Indemnity  Plan 

Coverage 

(Any  accredited 

hospital) 


MedCenter  Plan 
Coverage 
(Methodist 
Hospital) 


Nicollet-Eitel 
Plan  Coverage 
(Eitel 
Hospital) 


16.  Prosthetics 


80%* 


80% 


100%  for  artifical 
limbs  (braces,  crutches, 
etc.  not  covered) 


17.     Private  duty 
Nursing 


100%  when  ordered  by  a 
Plan  physican  while 
hospital  confined. 
Otherwise  treated  under 
home  health  services. 


18.     Dental  -  limited 

to  dental  care  for 
accidental  injury 
to  the  natural 
teeth 


100%  of  the  first  $200 
plus  80%  of  the  balance 


80% 


19.    Mental  Health 
services  - 
outpatient 


80%  of  eligible  charges 
to  $10,000  lifetime 
maximum. * 


No  charge  for  the  ini- 
tial psychiatry 
evaluation.     A  company 
payment  of  $5  per  per- 
son per  visit  for  the 
first  5  visits;  $10 
per  visit  thereafter 
to  a  maximum  of  45 
visits  annually. 


Individual,  family  and 
marital  counseling; 
member  pays  $2  per 
session  for  first  5 
visits  per  calendar 
year;  $15  per  visit  for 
next  10  visits,  and  $25 
per  visit  for  remainder 
of  calendar  year. 


20.  Out-patient 
chemical 
dependency 


Same  as  above 


Same  as  above 


Member  pays  $20  per  day 
($10  per  half  day)  up 
to  30  days  coverage 
per  disability  or  60 
half  days. 


21. 


Mental  Health 
Services  - 
While  hospital- 
confined 


The  same  as  any  other 
illness  (See  1) 


$15  per  day  the  first 
21  days;  and  $25  per 
day  the  22nd  to  60th 
day 


22.  Counseling 


23. 


Paid  at  80%*  if  pre- 
scribed by  a  doctor 


Five  free  sessions 
annually 


Subscriber  pays  $2  per 
session  for  first  5 
visits  per  calendar 
year;  $15  per  visit  for 
next  10  visits  then  $25 
per  visit  for  remainder 
of  calendar  year. 


Chemical  Dependency 
while  hospital 
confined 


The  same  as  any  other 
illness  (See  1) 


First  15  days  at  $15; 
$25  per  day  the  22nd  to 
73rd  day 


Residency  treatment 
programs  covered  in 
full  when  arranged  by 
HMO  plan  physician. 


*Assumes  $75  annual  per  individual  deductible  has  been  satisfied. 


341 


General  Mills 

Indemnity  Plan 

Coverage 

(Any  accredited 

hospital) 


MedCenter  Plan 
Coverage 
(Methodist 
Hospital) 


Nicollet-Eitel 
Plan  Coverage 
(Eitel 
Hospital) 


24.     Out  of  area  and 
Emergency  Health 
Care 


Regular  benefits  good 
anywhere  at  all  times 


80%  of  first  $2500 
100%  thereafter  to 
$25,000  maximum 
benefit 


100%  of  the  first  $250 
if  not  hospital  con- 
fined and  100%  up  to 
$50,000  if  hospital 
confined. 


25.     Cosmetic  or  Plastic 
Surgery 


Not  covered  unless  due 
to  an  accident  or 
unless  a  congenital 
malformation.  Condi- 
tion must  have  occurred 
while  insured  under  the 
Plan. 


Not  covered  if  conditior 
necessitating  this 
treatment  occurred  prio 
to  coverage  under  the 
Plan. 


Covered  if  required  due 
to  an  accident,  which 
occured  while  covered 
by  Plan,  but  not 
covered  otherwise. 


Therapy 


80%* 


100% 


27.  Congenital 

Malformations  or 
Anomalies 


Benefits  the  same  as 
any  other  Condition 
(See  25) 


Covered  if  member  com- 
pletes a  4-month  period 
(ending  on  or  after 
effective  date  of  Plan 
coverage)  Without  re- 
ceiving treatment 
(including  drugs  or 
charges  for  the  condi- 
tion) 


Covered  the  same  as 
any  other  condition. 


28.     Services  not 

recommended  by  a 
Plan  doctor 


Reasonable  charges  by 
any  licensed  physician 
or  chiropractor  are 
eligible 


Not  covered  except  in 
emergencies 


Not  covered  except  in 
emergencies 


^Assumes  $75  annual  per  individual  deductible  has  been  satisfied. 


ELIGIBLE  DEPENDENTS 


Spouse 

Unmarried  dependent 

children  (step,  foster 

or  adopted) 
Dependent  children 

who  are  full-time 

students 
Disabled  (mentally  or 

physically)  dependent 

children 
Dependent  parents 

(step  parents  or  in-laws) 


to  age  22 

as  long  as  full-time 
as  long  as  dependent 


Yes 

to  age  19 


to  age  25 

as  long  as  dependent 
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Senator  Nelson.  I  am  going  to  go  over  and  vote,  and  I  will  come 
right  back. 
[Short  recess.] 

Senator  Nelson.  Our  next  presentation  will  be  by  the  consensus 
group. 

There  are  eight  witnesses  listed  here.  Would  those  who  are  present 
come  to  the  witness  table  ? 

I  wonder  if  you  gentlemen  would  identify  yourselves  and  whom 
you  are  representing,  if  you  are  representing  some  organization  other 
than  yourself,  so  that  the  reporter  will  have  an  accurate  record  of  who 
is  present.  And  whenever  you  make  any  contribution  to  the  testimony, 
he  will  be  able  to  accurately  attribute  it. 

Would  you  identify  yourself,  starting  on  the  far  left? 

STATEMENT  OF  WALTER  McCLURE,  PH.  D.,  DIRECTOR,  HEALTH 
POLICY  AND  PLANNING  GROUP,  INTERSTUDY,  ACCOMPANIED  BY 
JAMES  A.  LANE,  ESQ.,  COUNSEL,  KAISER  FOUNDATION  HEALTH 
PLANS;  THOMAS  0.  PYLE,  EXECUTIVE  VICE  PRESIDENT,  HAR- 
VARD COMMUNITY  HEALTH  PLAN;  HARRY  STAMEY,  M.D., 
CHAIRMAN,  PREPAYMENT  COMMITTEE,  AMERICAN  GROUP  PRAC- 
TICE ASSOCIATION,  ACCOMPANIED  BY  LARRY  HOFFHEIMER, 
ESQ.,  COUNSEL,  AMERICAN  GROUP  PRACTICE  ASSOCIATION; 
STEVEN  EPSTEIN,  ESQ.,  WASHINGTON  COUNSEL,  AMERICAN  ASSO- 
CIATION OF  FOUNDATIONS  FOR  MEDICAL  CARE,  ACCOMPANIED 
BY  JAMES  BRYAN,  WASHINGTON  REPRESENTATIVE,  AMERICAN 
ASSOCIATION  OF  FOUNDATIONS  FOR  MEDICAL  CARE;  RICHARD 
H.  HOFFMAN,  VICE  PRESIDENT  AND  ACTUARY,  EQUITABLE  LIFE 
ASSURANCE,  ACCOMPANIED  BY  EDWARD  DOLINSKY,  DIRECTOR, 
HEALTH  CARE  INSURANCE,  METROPOLITAN  LIFE  INSURANCE, 
AND  ARTHUR  WOOD,  ASSOCIATE  DIRECTOR,  HEALTH  CARE  PRO- 
GRAM, GROUP  INSURANCE  DEPARTMENT,  PRUDENTIAL  INSUR- 
ANCE; MICHAEL  E.  HENRY,  SENIOR  DIRECTOR,  ALTERNATE 
DELIVERY  SYSTEMS,  BLUE  CROSS  ASSOCIATION,  ACCOMPANIED 
BY  W.  PALMER  BEARING,  M.D.,  MEDICAL  CONSULTANT,  BLUE 
CROSS  ASSOCIATION;  JAMES  ANDERSON,  ESQ.,  COUNSEL,  CONNEC- 
TICUT GENERAL  LIFE  INSURANCE  CO.,  ACCOMPANIED  BY  TED 
LUTINS,  ASSISTANT  DIRECTOR,  HEALTH  INSURANCE  ASSOCIA- 
TION OF  AMERICA,  A  CONSENSUS  GROUP 

Mr.  Henry.  Michael  Henry,  Blue  Cross  Association. 

Mr.  Epstein.  Steven  Epstein,  counsel  to  American  Association  of 
Foundations  for  Medical  Care. 

Mr.  Anderson.  James  Anderson,  counsel  to  Connecticut  General 
Life  Insurance  Co.,  representing  the  Health  Insurance  Association  of 
America. 

Mr.  Hoffman.  Richard  Hoffman,  Equitable  Life  Assurance,  also 
representing  Health  Insurance  Association  of  America. 
Mr.  McClure.  Walter  MoClure,  InterStudy. 
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Mr.  Stamet.  Harry  Stamey  from  American  Group  Practice 
Association. 

Mr.  Lane.  James  A.  Lane,  Kaiser  Foundation  Health  Plans,  repre- 
senting Group  Health  Association. 

Mr.  Pyle.  Thomas  Pyle  from  Harvard  Community  Health  Plan, 
also  representing  Group  Health  Association  of  America. 

Senator  Nelson.  That  is  Kaiser-Permanente? 

Mr.  Lane.  Yes,  sir. 

Senator  Nelson.  Do  each  of  you  have  statements  ? 
Mr.  McClure.  I  am  a  member  of  the  group  and  I  will  serve  as 
moderator. 

We  wish  to  present  our  testimony  jointly.  We  are  a  very  diverse 
group  which  represents  most  of  the  major  private  organizations  inter- 
ested in  stimulating  HMO's,  and  we  want  to  testify  jointly  as  an  ex- 
pression of  the  unanimity  of  our  views. 

If  you  are  agreeable,  we  will  present  our  testimony  in  order. 

We  have  asked  our  members  to  make  their  testimony  on  each  issue 
very  brief.  Then  we  would  entertain  questions  as  a  panel. 

Senator  Nelson.  All  right. 

All  statements  will  be  printed  in  full  in  the  record. 
Mr.  McClure.  We  have  written  statements.  These  are  summary 
remarks. 

Senator  Nelson.  All  right. 

Mr.  McClure.  Mr.  Chairman,  we  are  very  grateful  to  Senator  Ken- 
nedy for  calling  hearings  on  this  urgently  needed  legislation.  We  are 
very  grateful  to  Senator  Schweiker,  Senator  Mondale,  and  Senator 
Javits  for  introducing  S.  1926. 

We  are  testifying  in  favor  of  this  legislation. 

We  also  wish  to  acknowledge  and  express  our  appreciation  to  Sen- 
ator Kennedy  who  was  one  of  the  first  to  exert  leadership  to  stimulate 
HMO's. 

As  you  know,  Senator  Kennedy's  approach  to  the  original  HMO 
act  was  a  very  comprehensive  one,  while  the  House  version  was  a 
more  limited  demonstration  approach.  The  House- Senate  compromise, 
while  retaining  comprehensive  requirements,  deleted  the  trust  fund 
and  subsidies  which  Senator  Kennedy  recognized  as  necessary  to  sup- 
port these  requirements. 

S.  1926  carries  forward  the  intent  of  the  HMO  act  to  encourage 
quality  HMO's,  not  just  demonstrations,  while  bringing  the  require- 
ments more  into  line  with  the  realities  of  the  means  available,  which 
now  is  really  the  means  that  consumers  are  able  to  afford  on  their  own. 

So  we  are  asking  your  help  to  get  this  HMO  movement  moving 
again. 

May  I  explain  the  manner  of  our  presentation  ? 

We  have  prepared  testimony  on  eight  issues,  and  we  will  call  on  each 
member  in  turn  to  present  his  testimony  on  that  issue. 

We  have  asked  them  to  limit  themselves  to  3  minutes  or  less. 

First  speaking  on  the  benefit  package,  both  the  basic  and  supple- 
mental packages,  will  be  Mr.  James  Lane  of  Kaiser-Permanente. 

Mr.  Lane.  Mr.  Chairman  and  members  of  the  committee,  we  appre- 
ciate the  opportunity  to  appear  before  the  committee  and  present  tes- 
timony in  favor  of  S.  1926. 
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A  basic  purpose  of  the  Health  Maintenance  Organization  Act  of 
1973  is  to  encourage  the  development  and  expansion  of  organized 
health  care  systems  which  provide  or  arrange  for  health  care  services 
on  a  prepaid  basis  so  that  more  Americans  will  have  the  choice  of  re- 
ceiving their  health  care  through  such  organizations.  The  act's  require- 
ments relating  to  basic  and  supplemental  health  services  will  frustrate 
this  objective  and  should  be  modified. 

Sections  2  and  5  of  S.  1926  are  proposed  amendments  to  the  HMO 
act  relating  to  requirements  for  basic  and  supplemental  health  services. 
They  are  intended  to  accomplish  two  objectives : 

First,  provide  HMO's  flexibility  in  health  benefits  design  which  will 
increase  their  ability  to  provide  prepaid  plans  at  a  cost  which  is  within 
the  purchasing  power  of  the  maximum  number  of  groups  and  per- 
sons. This  is  a  very  important  objective  because  one  of  the  problems 
of  the  act  is  that  it  contains  benefits  which  will  price  the  HMO  bene- 
fit package  beyond  the  means  of  certain  individuals  and  groups. 

And,  second,  maintain  the  essential  characteristic  of  HMO's  as  pre- 
paid organizations. 

The  act  requires  an  HMO  to  provide  all  its  members  with  basic 
health  services  on  a  prepaid  basis,  and  only  allows  limited  copayments. 
The  required  services  are  comprehensive  and  must  be  provided  with- 
out time  limitations  except  those  specified  in  the  act.  This  means  that 
they  will  cost  more  than  many  competing  health  benefits  plans. 

Many  persons  do  not  have  the  financial  resources,  either  through 
their  own  income  or  through  contributions  by  their  employers  to 
afford  the  comprehensive  health  care  services  and  other  features  re- 
quired by  the  act.  These  persons  will  not  have  an  effective  choice  be- 
tween conventional  health  benefits  plans  and  HMO's. 

For  example,  the  Kaiser- Permanent e  medical  care  program  makes 
available  to  groups  a  number  of  plans,  each  with  a  different  level  of 
benefits.  Approximately  30  percent  of  the  members  in  our  northern 
California  region.  360.000  persons,  have  chosen  plans  which  are  less 
costly  than  the  basic  health  services  required  by  the  HMO  Act.  We 
have  estimated  that  the  cost  of  providing  the  basic  health  services  re- 
quired by  the  act  will  increase  tlie  rates  for  these  plans  by  as  much  as 
10  percent  in  northern  California. 

Senator  Xelsox.  The  basic  plan  required  by  statute  would  increase 
the  cost  of  your  lowest  option  plan  by  10  percent,  is  that  what  you  are 
saying  ? 

Mr.  Lane.  That  is  correct.  It  will  increase  the  cost  of  some  of  our 
other  plans,  but  not  by  10  percent,  because  they  have  a  higher  base, 
so  it  is  a  different  percentage. 

This  increase,  together  with  increases  resulting  from  other  provi- 
sions of  the  act.  will  make  the  cost  of  membership  in  our  program 
prohibitive  to  a  number  of  individual  members  and  groups,  and  will 
force  them  to  drop  their  membership  in  our  program.  We  feel  that 
Congress  did  not  intend  the  act  to  force  some  members  of  existing 
HMO's  to  discontinue  their  membership. 

A  similar  situation  will  exist  for  new  HMO's.  The  higher  the  cost  of 
required  basic  health  services,  the  smaller  the  percentage  of  persons 
who  can  afford  them.  Thus,  the  new  HMO  will  have  an  artificially 
created  limit  to  its  growth  and  is  likely  to  experience  serious  difficulty 
in  becoming  economically  viable. 
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I  would  like  to  emphasize  that  point  here.  The  competition  in  which 
we  engage  with  health  care  insurance  organizations,  Blue  Cross  and 
Blue  Shield,  is  based  primarily  on  the  different  benefits  we  provide 
and  the  cost  of  those  benefits  to  the  individual.  When  the  individual 
in  an  employment  situation  makes  a  choice,  he  looks  at  the  benefits 
and  at  the  cost,  and  he  needs  to  see  something  substantially  different 
from  what  he  is  offered  in  the  conventional  insurance  program,  because 
he  is  choosing  to  switch  from  the  conventional  to  an  HMO. 

So,  an  HMO  has  to  be  better  and  less  expensive.  The  more  mandated 
benefits  required,  the  more  difficult  it  is  to  achieve  that  objective. 

We  support  the  proposed  amendments  in  section  5  of  S.  1926  which 
would  help  to  solve  this  problem  by  shifting  certain  services  from  the 
basic  health  services  category  into  the  supplemental  health  services 
category. 

The  HMO  Act  requires  that  each  supplemental  health  service  must 
be  provided  to  each  member  who  contracts  for  such  service.  Kead  lit- 
erally, this  requirement  would  create  an  administrative  nightmare  and 
would  make  this  portion  of  the  act  impossible  to  implement.  The  De- 
partment of  Health,  Education,  and  Welfare  has  recognized  this 
problem  and  has  attempted  to  ameliorate  it  by  providing,  in  recently 
adopted  regulations,  that  selection  of  supplemental  services  may  be 
made  by  group  representatives.  However,  the  problem  of  selection  by 
individual  menibers  has  not  been  resolved  by  the  proposed  regulations. 

If  prepaid  supplemental  health  services  may  be  individually  se- 
lected by  members,  substantial  adverse  selection  will  result.  Since  the 
act  requires  prepaid  supplemental  health  services  to  be  community 
rated,  adverse  selection  would  result  in  rates  for  such  services  that  are 
too  high  to  be  competitive  with  other  health  benefits  plans. 

If  these  supplemental  health  services  cannot  be  provided  on  a  pre- 
paid basis  because  of  the  adverse  selection  problem,  HMO's  will  be 
forced  to  provide  such  services  on  a  fee-for-service  basis  contrary  to 
the  basic  principles  underlying  the  HMO  concept. 

The  supplemental  health  services  requirements  should  be  modified  as 
proposed  in  section  2  of  S.  1926  to  make  the  offering  of  supplemental 
health  services  optional. 

In  conclusion,  the  amendments  in  sections  2  and  5  will  provide 
HMO's  with  more  flexibility  than  they  have  under  the  act.  They  will 
not  provide  the  optimum  flexibility  needed  to  make  the  option  of  HMO 
membership  available  to  the  maximum  number  of  Americans,  but  they 
represent  a  reasonable  compromise  with  the  existing  requirements. 

Therefore,  we  feel  that  they  constitute  a  major  improvement  and, 
with  the  other  amendments  contained  in  S.  1926,  will  increase  the  like- 
lihood of  achieving  the  objectives  of  the  HMO  Act  of  1973. 

Thank  you. 

[The  prepared  statement  of  Mr.  Lane  follows :] 
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STATEMENT  BEFORE  THE  SUBCOMMITTEE  ON  HEALTH 
OF  THE 

LABOR  AND  PUBLIC  WELFARE  COMMITTEE 
UNITED  STATES  SENATE 
REGARDING  S.  1926 
Presented  by  Kaiser  Foundation  Health  Plan,  Inc. 
December  12,  1975 

Mr.  Chairman  and  Members  of  the  Committee.  I  am  James  A.  Lane, 
Counsel  for  Kaiser  Foundation  Health  Plan.  We  appreciate  the  opportunity 
to  appear  before  the  Committee  and  present  testimony  in  favor  of  S.  1926. 

A  basic  purpose  of  the  Health  Maintenance  Organization  Act  of  1973  is 
to  encourage  the  development  and  expansion  of  organized  health  care  systems 
which  provide  or  arrange  for  health  care  services  on  a  prepaid  basis  so  that 
more  Americans  will  have  the  choice  of  receiving  their  health  care  through 
such  organizations.    The  Act's  requirements  relating  to  basic  and  supplemental 
health  services  will  frustrate  this  objective  and  should  be  modified. 

Sections  2  and  5  of  S.  1926  are  proposed  amendments  to  the  HMO  Act 
"relating  to  requirements  for  basic  and  supplemental  health  services.  They 
are  intended  to  accomplish  two  objectives: 

(1)  Provide  HMOs  flexibility  in  health  benefits  design  which  will  increase 
their  ability  to  provide  prepaid  plans  at  a  cost  which  is  within  the  purchasing 
power  of  the  maximum  number  of  groups  and  persons;  and 

(2)  Maintain  the  essential  characteristic  of  HMOs  as  prepaid  organizations. 
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Basic  Health  Services 

The  Act  requires  an  HMO  to  provide  all  its  members  with  basic  health 
services  on  a  prepaid  basis,  and  only  allows  limited  copayments.  The 
required  services  are  comprehensive  and  must  be  provided  without  time 
limitations  except  those  specified  in  the  Act.    This  means  that  they  will  cost 
more  than  many  competing  health  benefits  plans.    Many  persons  do  not  have 
the  financial  resources,     either  through  their  own  income  or  through  contri- 
butions by  their  employers  to  afford  the  comprehensive  health  care  services 
and  other  features  required  by  the  Act.    These  persons  will  not  have  an  effective 
choice/between  conventional  health  benefits  plans  and  HMOs. 

For  example,  the  Kaiser-Permanente  Medical  Care  Program  makes 
available  to  groups  a  number  of  plans,  each  with  a  different  level  of  benefits. 
Approximately  30  percent  of  the  members  in  our  Northern  California  Region, 
360,  000  persons,  have  chosen  plans  which  are  less  costly  than  the  basic  health 
services  required  by  the  HMO  Act.    We  have  estimated  that  the  cost  of  pro- 
viding the  basic  health  services  required  by  the  Act  will  increase  the  rates 
for  these  plans  by  as  much  as  ten  percent  in  Northern  California.  This 
increase,  together  with  increases  resulting  from  other  provisions  of  the  Act, 
will  make  the  cost  of  membership  in  our  Program  prohibitive  to  a  number  of 
individual  members  and  groups  and  will  force  them  to  drop  their  membership 
in  our  Program.    We  feel  that  Congress  did  not  intend  the  Act  to  force  some 
members  of  existing  HMOs  to  discontinue  their  membership. 

A  similar  situation  will  exist  for  new  HMOs.    The  higher  the  cost  of 
required  basic  health  services,  the  smaller  the  percentage  of  persons  who 
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can  afford  them.    Thus,  the  new  HMO  will  have  an  artificially  created  limit 
to  its  growth  and  is  likely  to  experience  serious  difficulty  in  becoming 
economically  viable. 

We  support  che  proposed  amendments  in  Section  5  of  S.  1926  which 
would  help  to  solve  this  problem  by  shifting  certain  services  from  the  basic 
health  services  category  into  the  supplemental  health  services  category. 

Supplemental  Health  Services 

The  HMO  Act  requires  that  each  supplemental  health  service  must  be 
provided  to  each  member  who  contracts  for  such  service.    Read  literally, 
this  requirement  would  create  an  administrative  nightmare  and  would  make 
this  portion  of  the  Act  impossible  to  implement.    The  Department  of  Health, 
Education  and  Welfare  has  recognized  this  problem  and  has  attempted  to 
ameliorate  it  by  providing,  in  recently  adopted  regulations,  that  selection 
of  supplemental  services  may  be  made  by  group  representatives.  However, 
the  problem  of  selection  by  individual  members  has  not  been  resolved  by 
the  proposed  regulations. 

If  prepaid  supplemental  health  services  may  be  individually  selected  by 
members,  substantial  adverse  selection  will  result.    Since  the  Act  requires 
prepaid  supplemental  health  services  to  be  community  rated,  adverse 
selection  would  result  in  rates  for  such  services  that  are  too  high  to  be 
competitive  with  other  health  benefits  plans. 

If  these  supplemental  health  services  cannot  be  provided  on  a  prepaid 
basis  because  of  the  adverse  selection  problem,  HMOs  will  be  forced  to 
provide  such  services  on  a  fee-for-service  basis  contrary  to  the  basic 
principles  underlying  the  HMO  concept. 

-3- 
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The  supplemental  health  services  requirements  should  be  modified  as 
proposed  in  Section  2  of  S*  1926  to  make  the  offering  of  supplemental 
health  services  optional. 

C-Onclus-ioa 

The  amendments  in  Sections  2  and  5  will  provide  HMOs  with  more 
flexibility  than  they  have  under  the  Act.    They  will  not  provide  the  optimum 
flexibility  needed  to  make  the  option  of  HMO  membership  available  to  the 
maximum  number  of  Americans,  but  they  represent  a  reasonable  compromise 
with  the  existing  requirements.    Therefore,  we  feel  that  they  constitute  a 
major  improvement  and,  with  the  other  amendments  contained  in  S.  1926, 
will  increase  the  likelihood  of  achieving  the  objectives  of  the  HMO  Act  of  1973. 
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[Senator  Kennedy  assumed  the  Chair.] 

Senator  Kennedy  [presiding] .  Thank  you  very  much. 

I  apologize  for  being  late.  We  had  floor  action  on  some  very  impor- 
tant matters.  I  hope  you  will  excuse  me. 

Can  you  tell  me  what  the  differences  are  going  to  be  in  the  cost  in  the 
benefit  package  if  we  follow  your  recommendation. 

Mr.  Lane,  We  have  estimated  in  northern  California  the  difference 
will  be  between  $1.50  and  $2  per  family  per  month. 

Senator  Kennedy.  This  is  with  the  changes  that  you  have  suggested  ? 

Mr.  Lane.  Yes. 

Senator  Kennedy.  It  is  the  elimination  of  the  health  service 
program  ? 
Mr.  Lane.  Yes. 

Senator  Kennedy.  And  preventive  dental  care? 
Mr.  Lane.  Alcoholism  and  drugs. 

Senator  Kennedy.  And  you  add  the  annual  physical,  is  that  right? 
Mr.  Lane.  Those  are  not  new  cost  items  to  us. 

Senator  Kennedy.  What  is  the  difference,  if  you  eliminate  the  an- 
nual physician? 

Mr.  Lane.  It  does  not  add  anything.  We  have  that  as  a  benefit  now. 
All  added  benefits  are  included  in  the  program  now. 
Senator  Kennedy.  All  right ;  $1.50  a  month  ? 
Mr.  Lane.  Between  $1.50  and  $2. 

Senator  Kennedy.  Can  you  give  us  a  breakdown  on  how  you  reach 
that — not  now — just  submit  it  for  the  record  ? 
Mr.  Lane.  Yes,  I  will. 

Mr.  McClure.  Mr.  Chairman,  I  would  like  to  emphasize  that  Mr. 
Lane's  views  are  the  views  of  this  entire  Consensus  Group,  and  I  would 
like  to  also  mention  that  Mr.  Lane  and  Mr.  Pyle  also  represent  Group 
Health  Association  of  America,  which  is  also  a  member  of  this  Con- 
sensus Group. 

While  organized  labor  is  not  an  official  member  of  this  Group,  it  has 
participated  in  our  meetings,  and  we  have  worked  with  them  quite 
closely  in  an  unofficial  capacity.  Our  views  and  those  of  the  AFL-CIO 
are  in  complete  agreement  with  the  one  exception  of  how  best  to  amend 
the  51-percent  rule. 

I  think  it  is  notable  that  so  many  organizations  as  diverse  as  or- 
ganized labor  and  the  organizations  represented  in  this  Consensus 
Group  should  be  in  such  total  agreement. 

Senator  Nelson.  Could  I  ask  a  question  ? 

You  said  the  AFL-CIO  agrees  with  you. 

Are  you  talking  about  the  National  AFL-CIO  ? 

Mr.  McClure.  Yes.  The  testimony  presented  by  Mr.  Seidman. 

There  is  onlv  one  difference  in  their  position  and  ours  and  that  is 
on  the  best  way  to  amend  the  51-percent  rule. 

Mr.  Thomas  Pyle  will  present  our  views  on  open  enrollment. 

Mr.  Pyle.  I  am  happv  to  have  this  opportunity  to  appear  before  you 
and  other  members  of  this  committee. 

I  speak  from  the  perspective  of  Harvard  Community  Health  Plan 
HMO  in  Greater  Boston,  which  is  6  years  old,  has  54,000  members  en- 
rolled through  1,800  employer  groups,  under  contract  with  the  wel- 
fare department  and  on  nongroup  basis. 
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We  also  have  1,000  openly  enrolled  members  under  a  program  of 
health  cost  supplementation  funded  by  an  HEW  grant. 
So  we  do  have  some  experience  with  this  topic. 

A  fly  has  legs.  A  table  has  legs.  Therefore,  a  fly  is  a  table.  I  am  sure 
you  are  all  familiar  with  this  type  of  fallacious  syllogism.  It  is  most 
often  committed  by  students  and  others  with  no  real  exposure  to  the 
organisms  about  which  they  are  reasoning. 

Similarly,  some  would  reason  that  if  A  is  good  and  B  is  good,  then 
A  plus  B  will  be  better.  We  see  this  fallacy  in  the  linking  of  open 
enrollment  and  HMO's. 

Access  to  financial  coverage  of  health  care  for  all  Americans  is  an 
important  and  desirable  goal.  The  Consensus  Group  strongly  supports 
the  concept.  But  this  cannot  be  achieved  through  the  mechanism  of 
HMO's  alone ;  it  is  a  broad  issue  of  social  equity,  and  must  be  dealt 
with  in  a  much  broader  legislative  framework. 

Let  me  present  what  could  have  been  an  analogous  situation. 
Imagine  the  year  as  1960,  and  the  Congress,  with  singular  foresight, 
sets  two  major  goals: 

1.  That  the  country  shall  emphasize  small  cars  because  of  the  fuel 
crisis  which  will  occur  in  about  a  decade. 

2.  That  there  should  be  an  emphasis  on  major  pollution  and  safety 
devices  for  automobiles,  items  of  major  expense. 

These  two  goals  would  have  been  quite  reasonable.  But,  now  imagine 
that  the  means  of  achieving  these  goals  is  by  providing  a  $300  million 
subsidy  for  small  car  manufacturers — less  than  a  third  of  which  gets 
funded — and  passing  a  law  which  requires  small  cars,  and  small  cars 
alone,  to  have  about  $500  worth  of  pollution  and  safety  equipment — 
two  valuable  goals,  seriously  weakened  by  combining  them.  No  one 
who  seriously  and  sincerely  supported  these  two  goals  would  have 
made  this  linkage. 

It  is  very  important  that  we  keep  goals  in  mind.  If  our  goal  is  to 
correct  antisocial  behavior  of  the  health  insurance  industry,  let  us 
pass  legislation  about  health  insurance. 

If  our  goal  is  to  set  higher  standards,  let  them  apply  to  everyone. 

I  am  assuming  that  the  principal  objective  of  the  HMO  bill  is  to 
create  sound  health  HMO's  in  reasonable  abundance,  enabling  more 
Americans  to  have  a  "dual  choice."  Others  may  have  a  different  agenda 
for  this  legislation.  Some  would,  assuredly,  try  to  use  it  to  destroy  this 
alternative  to  the  prevalent  delivery  system. 

It  should  be  noted  that  their  task  might  not  be  too  difficult,  since 
HMO's  exist  in  a  tough  competitive  environment,  are  hard  to  get 
started  and,  by  any  generally  accepted  business  standard,  are  woefully 
undercapitalized. 

Others,  I  am  sure,  see  the  HMO  as  merely  one  pawn  in  the  strategy 
to  develop  national  health  insurance.  Those  of  us  who  ha  ve  our  sweat 
and  tears,  if  not  our  blood,  in  HMO's  do  not  wish  to  seem  them  as  an 
expendable  casualty  in  the  great  thrust  toward  national  health  insur- 
ance. 

Again,  we  in  the  Consensus  Group,  including  the  Group  Health 
Association  of  America,  believe  that  all  Americans  should  have  ade- 
quate protection  from  the  financial  disaster  which  an  unforeseen  major 
health  crises  can  cause. 
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The  existing  law  tries  to  solve  this  problem  by  making  it  the  respon- 
sibility of  a  small  and  frail  segment  of  the  health  financing  industry. 
Less  than  5  percent  of  the  U.S.  population  is  enrolled  in  HMO's.  This 
small  group  is  unable  to  underwrite  the  medical-financial  disasters 
of  100  percent  of  the  population. 

New  HMO's,  which  the  act  purports  to  encourage,  will  have  more 
financial  difficulties  than  typical  new  businesses  which,  as  you  know, 
have  a  50-percent  failure  rate  in  each  of  the  first  10  years.  We  believe 
that  the  existing  legislation  may  result  in  an  increase  in  the  HMO 
premiums  so  that  HMO's  will  become  economically  attractive  to  only 
the  very  sick,  who  have  no  other  place  to  go,  who  will  come  in  no 
matter  how  high  the  rates,  and  the  very  rich. 

Imagine  the  rates  the  fire  insurers  would  have  to  charge  if  you  could 
buy  fire  insurance  after  your  house  was  ablaze. 

Reasonable  premiums  in  any  health  financing  scheme  require  the 
distribution  of  cost  which  comes  from  a  spread  of  health  status.  Nor- 
mal group  coverage,  with  employer  contributions,  creates  the  likeli- 
hood of  such  a  balance.  For  this  reason,  we  are  able  to  support  "open 
enrollment"  in  employer  groups,  which  all  of  us  practice  in  the  em- 
ployer groups  we  cover,  despite  the  fact  that  we  get  our  fair  share 
of  high  health  risks  in  these  situations. 

However,  universal  open  enrollment  permits  an  individual  to  avoid 
the  cost  of  health  coverage,  and  then  sign  up  if  and  when  a  health 
problem  is  found. 

Recently,  we  heard  of  a  young  man  who  elected  to  be  uninsured  when 
he  lost  family  coverage  at  age  19.  He  voluntarily  gave  up  insurance. 
He  avoided  paying  premiums  and  saved  the  money  his  peers  were 
paying  out.  Then  he  had  an  accident. 

Under  the  existing  law,  if  implemented,  someone  could  come  to  our 
office  on  his  behalf,  sign  him  up,  pay  $30  a  month,  and  obligate  the 
membership  of  our  organization  to  some  $13,000  of  his  hospital  costs. 

Do  we  have  data  on  this  extra  expense  ?  Not  much  more  than  we  have 
data  on  survival  rates  of  people  who  have  driven  airplanes  into  glac- 
iers, since  few  people  have  elected  to  do  that.  However,  since  there 
has  been  an  air  of  experimentation  in  consumer  conscious  group  health 
movements  for  many  years,  there  is  some  data. 

The  Community  Health  Care  Center  plan  in  New  Haven,  Conn., 
allowed  elective  membership,  or  open  enrollment,  through  a  consumers 
cooperative.  Despite  a  6-month  waiting  period  for  membership,  the 
ambulatory  utilization  rate  was  145  percent  that  of  their  regular 
members,  and  the  hospital  utilization  was  almost  five  times  as  high. 

At  that  same  plan,  conversions  from  group  membership  to  non- 
group  membership;  that  is,  people  who  elected  to  continue  coverage 
when  they  left  their  job,  had  an  ambulatory  utilization  rate  one  and 
a  half  times,  and  a  hospitalization  rate  of  almost  three  times,  those  for 
all  members  of  the  plan. 

Similar  data  is  found  in  other  situations. 

The  Arizona  health  plan  in  Phoenix,  Ariz.,  among  group  conver- 
sions had  a  56  percent  higher  visit  rate.  North  Care,  in  Evanston,  111., 
conducted  an  open  enrollment  period  immediately  after  be<rinning 
operations.  The  per  capita  cost  of  those  enroll ees  is  37  percent  hi.o-her 
than  the  average  in  the  plan.  The  Marshfield  Medical  Foundation, 
Marshfield,  Wis.,  openly  enrolled  individual  members  and  found  a 
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per  capita  cost  which  was  37%  percent  higher  than  the  average  of  all 
their  members.  That  is  presenting  numbers  in  a  slightly  different  way 
than  I  have  seen  in  their  testimony. 

Senator  Kennedy.  What  is  the  source  of  your  figures  ? 

Mr.  Pyle.  The  source  of  mine  is  analysis  that  was  done  by  a  well- 
recognized  actuary  named  Gordon  Trapnell.  He  did  an  analysis  of 
that  program  and  he  reports  that  the  cost  was  37%  percent  higher. 

Mr.  McClure.  He  was  the  former  chief  actuary  from  medicare. 

Senator  Kennedy.  He  works  for  HEW  then  ? 

Mr.  Hoffman.  The  study  was  done  at  the  request  of  HEW. 

Senator  Nelson.  Thirty-seven  and  a  half  percent  higher  than  what? 

Mr.  Pyle.  Than  the  other  members,  the  per  capita  cost. 

Senator  Nelson.  The  other  members  of  that  ? 

Mr.  Pyle.  Marshfield  plan.  All  of  these  are  compared  to  other  mem- 
bers in  that  same  plan. 

It  is  openly  enrolled  compared  to  average  in  membership. 

Senator  Nelson.  Start  that  over  again.  I  missed  something.  I  do 
not  understand  what  you  are  saying. 

Mr.  Pyle.  In  each  one  of  these  comparisons  I  am  giving  percentage 
higher  cost,  when  compared  to  the  average  for  all  members  in  that 
HMO. 

So,  in  New  Haven,  as  compared  to  costs  of  the  members,  the  average 
of  all  members  in  New  Haven,  what  I  am  talking  about  is  cost  to  all 
members  of  Marshfield  community  health  plan. 

In  the  Marshfield  situation,  let  me  read  this  specific  quote  on  that, 
the  average  cost  per  capita  of  the  nongroup  members  have  been  37% 
percent  higher  than  that  of  the  group  members. 

Senator  Nelson.  You  are  saying  that  in  the  Marshfield  HMO,  the 
individual  members  have  a  cost  for  equivalent  coverage  37%  percent 
higher  than  the  cost  of  the  group  members  of  the  HMO  ? 

Mr.  Pyle.  No,  I  do  not  say  cost  to  individuals.  I  say  cost  to  provide 
them  with  health  care  was  37%  percent  higher. 

Marshfield,  as  I  understand  it,  community  rates,  so  the  charge  to 
the  members  is  the  same.  But  the  cost  to  the  plan  of  providing  care 
is  37%  percent  higher. 

Senator  Nelson.  Who  was  paying  that  cost  ? 

Mr.  Pyle.  The  other  members  are,  sir.  It  is  subsidized  by  the  other 
members. 

Senator  Nelson.  So  that  you  are  saying,  in  effect,  that  the  group 
members  of  the  Marshfield  HMO  are  paying  for  the  additional  cost 
of  health  care  for  the  individual  members,  along  with  the  individuals, 
who  are  sharing  the  costs,  sharing  the  increased  cost  of  the  individuals ; 
is  that  what  you  are  saying  ? 

Mr.  Pyle.  That  is  what  happens  under  the  community  rating 
system.  I  think  the  distinction  here  is  important. 

In  a  typical  insurance  plan,  there  would  be  apt  to  be,  in  most  parts 
of  the  country,  experience  rating  so  each  group  is  put  together  sepa- 
rately for  purposes  of  determining  the  premium,  and  there  would  be 
a  prohibition  on  this  type  of  open  enrollment,  so  what  is  happening 
in  the  HMO  is  that  you  have  higher  risk  people  coming  in  who  can- 
not get  into  any  other  financing  facility,  and  they  run  up  the  cost 
which  runs  the  premium  up  because  it  gets  spread  among  all  the  other 
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people  coming  in,  who  have  the  option  of  going  into  some  other  financ- 
ing facility  where  they  will  not  be  burdened  with  this  cost. 

Mr.  Hoffman.  May  I  say  here  that  Marshfield  people  say  that  as  a 
result  of  this  everyone  is  paying  a  dollar  more  per  month  per  person 
than  they  otherwise  would  in  the  absence  of  open  enrollment.  That 
means  a  family  which  is  normally  an  average  of  four  people  or  so  was 
paying  $4  a  month  more  than  they  otherwise  would  in  a  plan  that  did 
not  have  this  open  enrollment  feature. 

Senator  Nelson.  You  are  saying  the  open  enrollment  provision  of 
that  plan  costs  all  members  $1  per  capita  more  ? 

Mr.  Hoffman.  In  a  family  $4. 

Mr.  McClure.  It  is  approximately  a  5-percent  increase. 
Senator  Kennedy.  Would  the  Senator  yield  on  this  point  ? 
Senator  Nelson.  Yes. 

Senator  Kennedy.  How  competitive  is  that  with  the  rates  that  are 
being  charged  by  the  commercial  ? 

Mr.  McClure.  Marshfield  plan  is  very  unique  situation,  Senator. 

Senator  Kennedy.  That  is  not  what  I  am  asking. 

Just  answer  the  question  about  the  comparison  with  commercial. 

Mr.  Hoffman.  Competitive  situation  varies  throughout  the  country 
as  between  HMO  and  what  the  average  type  benefit  plan  might  be  in 
various  parts  of  the  country. 

I  would  say  on  an  average  

Senator  Kennedy.  You  are  using  statistics.  I  am  asking  a  specific 
question,  is  that  competitive  with  the  commercials  ? 

Mr.  Pyle.  I  do  not  have  the  answer  to  your  question  so  I  cannot 
respond  to  it. 

Senator  Nelson.  Pardon  me  ? 

Mr.  Pyle.  I  said  I  did  not  have  an  answer  of  what  the  competitive 
premium  is  in  Marshfield.  I  only  have  data  about  what  the  cost  is  in 
Marshfield  HMO. 

Senator  Nelson.  I  am  puzzled  on  this  study  to  which  you  made 
reference. 

The  study  says  that  the  group  members  are  sharing  increased  costs 
of  the  individual  members  and  that  sharing  results  in  $1  more  premium 
per  month  for  each  individual  in  the  HMO  right? 

Mr.  Pyle.  Yes. 

Senator  Nelson.  If  they  were  individuals,  they  would  be  paying 
several  dollars  more. 

In  other  words,  it  is  a  dollar  sharing  and  that  cost  sharing  is  a 
dollar  for  everybody  per  month  more ;  is  that  correct  ? 

Mr.  Pyle.  That,  I  believe,  is  in  the  Marshfield  testimony.  I  do  not 
have  that  dollar  figure.  I  think  that  question  is  best  answered  by  the 
gentleman  from  Marshfield. 

Senator  Nelson.  I  see. 

You  were  using  the  37  percent  figure  ? 

Mr.  Pyle.  I  have  a  study  which  shows  S7y2  percent  higher  cost 
within  the  Marshfield  plan  for  the  people  who  are  openly  enrolled, 
nongroup  members,  compared  with  group  members. 

I  do  not  have  extensive  data  about  general  costs  of  health  insurance 
in  Marshfield. 

I  think  the  other  witnesses  are  a  much  better  source  of  information 
on  that. 
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Senator  Nelson.  It  would  be  helpful  for  the  record  if  you  gentlemen 
who  have  a  whole  lot  of  expertise  would  submit  for  the  record  what 
the  costs  would  be  to  Kaiser-Permanente,  or  any  of  the  other  HMO 
groups,  or  private  groups,  what  the  cost  would  be  for  the  same  services 
provided  at  the  Marshfield  Clinic  so  that  we  could  compare,  which  I 
think  would  be  important.  It  is  not  really  important  that  it  costs  $1 
more  for  the  Marshfield  group,  so  much  as  what  that  service  that  they 
get  in  Marshfield  costs  compared  to  the  equivalent  medical  service  care 
by  private  insurers,  by  HMO's  elsewhere.  That  would  be  very  helpful 
in  the  record. 

Mr.  Pyle.  I  do  not  think  that  is  the  issue,  sir,  with  respect  to  open 
enrollment. 

There  would  be  wide  variances  in  cost  around  the  country.  When 
we  are  looking  at  an  issue  of  open  enrollment,  the  relevant  factor  is 
what  does  it  do  to  the  cost  of  a  particular  HMO.  That  is  what  all  of 
these  numbers  are  in  terms  of  what  openly  enrolled  people  cost  versus 
other  members  of  HMO. 

There  would  be  large  differences  between  Kaiser  and  Marshfield. 

Marshfield,  as  you  know,  is  a  very  unique  situation,  just  as  everyone 
of  these  HMO's  is  rather  unique  situation. 

Senator  Nelson.  I  understand  that.  I  understand  there  will  be  vari- 
ances in  costs,  but  we  are  also  talking  about  the  method  of  delivering 
these  services :  the  costs  of  services  if  they  are  an  individual  fee  for 
service ;  the  cost  of  HMO  which  does  not  have  open  enrollment,  total 
cost ;  cost  of  one  that  has  closed  enrollment.  I  just  think  it  would  be 
valuable  for  the  record  at  least  to  know  what  the  comparative  costs 
are  for  the  same  service  of  other  private  insurance  companies  and 
HMO's  versus  Marshfield  Clinic.  I  recognize  that  you  are  going  to 
have  to  take  into  consideration  that  cost  factors  are  different  in  differ- 
ent parts  of  the  country,  and  the  cost  of  living  is  different  in  different 
parts  of  the  country. 

But  if  we  are  going  to  look  at  the  whole  thing,  it  would  be  helpful 
to  see  what  it  does  cost  to  deliver  an  equivalent  service  for  medical 
care  in  various  parts  of  the  country. 

Mr.  McClure.  Senator,  that  is  a  very  hard  question  to  even  put  into 
terms,  because  the  price  of  a  service  is  only  one  part  of  the  expense. 
It  is  the  quantity  of  services  and  the  mix  of  services  that  is  provided 
in  response  to  illness. 

The  thing  that  is  of  relevance  here  is  not  the  price  of  the  service.  We 
learned  under  price  controls  that  you  could  control  the  price  of  serv- 
ices very  well,  out  total  expenditures  for  medical  care  in  the  country 
rose  at  the  same  time. 

The  experience  we  have  now,  the  best  estimates  we  have  now,  is  that 
if  you  take  any  particular  plan's  coverage  that  does  not  have  open 
enrollment,  and  you  add  an  open  enrolled  group,  that  group  will  run 
from  somewhere  from  50  to  100  percent  more  than  the  cost  of  a  group 
enrollment,  of  a  nonopen  enrollment. 

So,  for  each  member  you  add,  you  add  somewhere  between  50  and 
1 00  percent  additional  cost  for  that  particular  member. 

Senator  Kennedy.  If  the  Senator  would  yield,  as  I  understand  the 
issue,  it  is  whether  with  the  additional  cost  they  can  be  competitive  ? 

Mr.  McClure.  That  is  correct. 
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Senator  Kennedy.  If  it  is  not  competitive,  restrictive,  then  it  pre- 
sents an  undue  burden.  You  are  making  the  case  that  you  felt  it  would 
make  it  uncompetitive. 

Mr.  McClure.  That  is  correct. 

Mr.  Lane.  I  would  like  to  add  a  point  here,  an  illustration,  to  give 
you  an  example  of  the  problem  we  are  faced  with. 

We  compete  basically  with  experience-rated  organizations.  If  a 
group  has  very  favorable  experience,  it  will  have  a  low  rate. 

If  a  group  has  a  very  unfavorable  experience,  with  the  same  benefits, 
exactly  the  same  benefits,  it  will  have  a  much  higher  rate. 

When  we  go  into  those  two  situations,  we  have  the  same  community 
rate  and  are  going  to  attract  many  more  members  in  the  group  with 
bad  experience  than  in  the  group  with  the  good  experience. 

Open  enrollment  takes  this  one  step  further,  and  not  only  will  an 
HMO  enroll  substantial  numbers  of  members  from  groups  with  bad 
experience,  but  an  HMO  will  be  subjected  to  the  whole  community  of 
bad  experience.  That  is  what  everybody  is  scared  to  death  of,  to  be 
quite  honest  with  you. 

Groups  such  as  the  culinary  workers  in  northern  California,  for 
example,  have  very  bad  experience,  and  we  have  85  percent  of  the 
members,  the  health  benefits  plan  which  is  the  alternate  choice  has 
very  limited  benefits  compared  to  ours.  That  is  what  open  enrollment 
will  do,  open  the  whole  community  of  bad  experiences  to  HMO's. 

Senator  Nelson.  My  father  practiced  medicine  in  a  little  town  for 
50  years.  He  had  open  enrollment.  Everybody  comes.  Those  who  did 
not  pay,  he  assumed  the  cost. 

Nevertheless,  I  am  asking  this  question  because  I  think  it  is  impor- 
tant to  the  specifics  in  this  legislation.  As  everybody  knows,  the  field 
of  delivery  of  medical  care  in  the  country  is  in  a  stage  of  transition 
and  rapid  change.  Where  we  end  up  or  where  we  ought  to  end  up, 
I  would  not  claim  to  know.  I  do  not  have  a  prescription  nor  would  I 
impose  a  prescription  upon  the  country.  I  would  not  do  it  because  I  do 
not  have  enough  confidence  that  I  know  enough  about  what  the  best 
prescription  would  be  or  how  to  deliver  the  best  care  and  how  to  avoid 
bureaucracy  and  all  those  questions. 

However,  we  are  looking  annually,  year  round,  at  delivery  of  medi- 
cal care,  the  cost  of  medical  care,  of  medication,  the  cost  of  private 
insurance,  HMO's,  open  and  closed,  all  aspects  of  it. 

I  think,  for  purposes  of  this  record,  for  purposes  of  information  and 
understanding  by  the  public  and  Congress,  that  it  would  be  instruc- 
tive— even  recognizing  that  you  cannot  compare  something  in  one  part 
of  the  country  exactly  with  the  other  because  of  all  kinds  of  differen- 
tials— but  it  would  still  be  very  valuable  in  trying  to  make  judgments 
about  the  kind  of  direction  we  ought  to  go  if  we  could  compare  pro- 
grams of  delivery  of  medical  care  all  with  the  same  options,  and  find 
out  what  that  would  cost  the  individual  who  goes  to  a  doctor  on  a  fee- 
for-service  basis  versus  the  cost  of  an  HMO  with  open  enrollment, 
in  various  parts  of  the  country.  When  I  say  same  delivery  of  services, 
I  am  not  saying  same  quality,  because  that  will  vary,  but  at  least  they 
are  entitled  to  the  same  treatment. 

What  would  it  cost?  I  think  we  ought  to  have  some  baseline.  The 
Marshfield  Clinic  has  5  years'  experience  with  open  enrollment,  and 
it  happens  to  be  a  very  large  clinic,  as  clinics  go  in  this  country,  and 
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the  issue  raised  this  morning  that  there  is  a  difference,  of  course, 
between  a  small  HMO  or  10  or  15  or  20  physicians.  We  recognize  that. 

What  I  would  like  to  see  is  testimony  that  would  tell  us  what  it 
would  cost  in  all  the  various  systems  that  we  have — private  insurance, 
HMO's,  all  the  rest — to  provide  the  service  that  the  Marshfield  Clinic 
provides  in  their  open  enrollment  system  vis-a-vis  others  around  the 
country. 

Do  you  gentlemen  not  have  availability  of  statistics  that  could 
supply  that  ? 

Mr.  McClure.  We  have  a  fairly  comparable  situation  on  what  it  costs 
to  serve  comparable  populations  in  HMO  versus  fee-for-services.  Is 
that  the  kind  of  data  you  are  seeking  ? 

Senator  Nelson.  I  would  like  to  see  it  on  various  levels  of  service. 
Since  Marshfield  is  an  open  enrollment  HMO,  and  has  been  for  some 
time,  I  would  like  to  see  what  it  would  cost  in  various  parts  of  the 
country  and  with  various  systems  to  provide  the  same  medical  care 
that  Marshfield  does. 

Mr.  McClure.  Same  benefit  package  ? 

Senator  Nelson.  Same  benefit  package. 

Mr.  McClure.  That  would  vary  in  every  section  of  the  country. 
Senator  Nelson.  I  know.  I  am  asking  if  you  gentlemen  can  supply 
it  for  the  record. 

Mr.  Lane.  We  would  be  glad  to  do  that. 

I  would  like  to  work  with  your  staff  on  some  assumptions  because 
we  have  to  make  some  assumptions.  I  think  you  must  understand  that 
Marshfield  is  not  Los  Angeles,  Calif.,  and  if  you  put  a  clinic  down  in 
Los  Angeles,  Calif.,  and  have  open  enrollment,  you  are  going  to  be 
surprised  at  the  results  compared  to  Marshfield. 

Senator  Nelson.  I  went  to  college  in  California — do  not  tell  me 
anything  about  California.  I  was  happy  to  get  home.  [Laughter.] 

We  have  looked  at  malpractice  insurance.  It  is  an  absolutely  prepos- 
terous situation,  and  that  has  to  be  taken  into  account.  I  think  it  would 
be  valuable,  and  we  do  not  have  it  any  place  in  the  record,  and  if  you 
gentlemen  could  provide  it,  it  would  be  very  helpful. 

Mr.  Hoffman.  We  would  be  very  happy  to  try  to  do  that. 

Senator  Nelson.  Work  with  the  st  aff  to  get  a  baseline. 

Mr.  Hoffman.  I  think  it  should  be  made  clear  that  as  far  as  the 
competitive  environment  is  concerned,  the  environment  in  which  HMO 
operates,  it  is  not  competing  in  an  environment  where  the  health  insur- 
ance alternative  is  providing  the  same  benefits  as  HMO  is  offering. 
Therefore,  in  most  parts  of  the  country,  almost  every  part  of  the  coun- 
try, the  cost  of  the  HMO  is  higher  than  the  cost  of  the  health  insurance 
program. 

Senator  Nelson.  I  would  not  want  just  a  narrow  picture — I  would 
like  to  work  out  and  have  a  number  of  variables  compared.  I  would 
like  to  use  Marshfield  as  a  baseline  for  an  open  enrollment  HMO,  for 
example,  and  whatever  other  varieties  that  would  be  instructive  and 
valuable  and  educational  for  us  in  the  Congress  who  have  to  try  to 
make  intelligent  decisions,  as  difficult  as  that  may  be,  and  as  rarely  as 
it  occurs. 

Mr.  Hoffman.  Again,  in  terms  of  the  competitive  environment, 
HMO  has  already  got  to  charge  more  than  the  health  insurance  alter- 
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native,  and  that  is  why  the  open  enrollment,  extra  open  enrollment 
cost,  and  the  extra  cost  of  higher  benefits  looms  so  important. 

I  would  like  to  point  out  that  in  evaluating  that  extra  cost,  the  con- 
sumer, the  employee,  is  not  looking  at  the  total  premium  he  must  pay, 
but  the  extra  he  must  pay  in  order  to  join  the  HMO. 

Typically,  across  the  country,  that  extra  averages  around  $10  or  so. 
Therefore,  every  dollar  additional  cost  that  the  HMO  must  charge  is 
a  10-percent  increase  in  what  he  must  pay  in  order  to  join  the  HMO. 

Taking  this  Marshfield  as  an  example,  if  it  costs  a  man  with  a  family 
$4  more  a  month,  because  of  the  open  enrollment,  he  is  being  asked  to 
pay  $14  extra  instead  of.  say,  $10.  That  is  really  a  40-percent  increase 
in  what  he  has  to  pay.  This  is  a  very  crucial  point. 

Senator  Nelson.  Of  course,  the  Marshfield  Clinic  operates  in  its 
own  geographic  economic  environment,  and  their  competition  is  the 
competition  of  those  clinics  and  those  solo  practitioners  and  others 
within  that  area. 

Mr.  McClure.  They  are  the  only  physicians  in  their  community. 
They  are  in  a  small  rural  town.  The  nearest  physician  is  some  20  miles 
away. 

Senator  Nelson.  You  do  not  have  to  instruct  me  on  the  geography. 
I  understand. 

Mr.  McClure.  It  is  not  a  truly  competitive  situation,  sir.  That  is 
perhaps  the  most  unique  thing  about  it. 

I  think  the  gentleman  from  Marshfield  can  explain  that  more  clearly 
than  we  can. 

Senator  Nelson.  I  have  not  looked  at  any  map  as  to  the  geography 
of  HMO's  up  there.  I  would  like  to  see  some  of  the  statistics  we  talked 
about  placed  in  the  record.  I  think  that  is  only  part  of  the  picture, 

I  might  say.  and  I  am  sure  you  are  aware,  I  have  looked  at  some 
of  the  variable  statistics  on  surgical  procedures  in  various  parts  of  the 
country.  I  think  the  public  ought  to  be  informed  about  that,  too. 

There  are  some  shocking  differentials  in  surgical  fees  for  the  same 
procedures,  which  fees  vary  widely  from  area  to  area  and  they  are 
unconscionable. 

Mr.  McCltre.  TVe  feel  HMO's  can  make  a  strong  improvement  in 
this  situation. 

Senator  Nelson.  There  is  a  vote. 
We  will  be  right  back. 
[Short  recess.] 

Senator  Kennedy.  Mr.  Pyle.  would  you  continue  ? 

Mr.  Pyle.  Blue  Cross/Blue  Shield  in  New  Jersey,  an  indemnity  type 
plan,  conducted  an  open  enrollment  in  1973.  There  was  a  12-month 
waiting  period  before  pre-existing  conditions  were  covered.  The  cost 
in  the  first  year  was  35  to  40  percent  higher  than  the  average  of  all 
members.  After  12  months,  it  went  up  to  60  percent  above  the  average. 

In  1960.  the  Health  Insurance  Plan  of  New  York,  in  New  York  City, 
conducted  an  enrollment  which,  while  ruling  out  people  with  such 
diseases  as  cancer  and  tuberculosis,  was  essentially  an  open  enrollment. 
The  enrollees  were  significantly  older  than  the  average  HIP  member- 
ship ;  they  had  a  70-percent  greater  physician  utilization  rate  in  early 
years. 

More  recently,  this  has  come  down  to  a  40-percent  physician  utiliza- 
tion rate  and  a  30-percent  higher  hospitalization  rate.  Screening  these 
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initial  members  would  have  kept  about  40  percent  of  them  from  join- 
ing, using  the  traditional  criteria  applied  in  issuing  health  insurance. 

It  should  be  noted  that  the  HIP  utilization  figures  I  have  just 
quoted  cover  a  span  of  12  years,  from  1960  to  1972.  This  is  a  clear  in- 
dication that  heavier  utilization  is  not  purely  a  startup  phenomenon, 
as  some  would  argue. 

Under  a  HEW  grant  to  provide  health  care  to  the  near  poor,  the 
Harvard  Community  Health  Plan  openly  enrolled  1,000  individuals. 
Their  hospitalization  was  double  that  of  the  rest  of  our  members,  and 
the  ambulatory  utilization  rate  was  25  percent  above.  One  woman  was 
enrolled  by  her  family  while  she  was  in  the  hospital  with  a  stroke. 

Incidentally,  just  a  bit  more  on  the  reject  rate — the  Eoss  Loos  Med- 
ical Group  in  Los  Angeles,  Calif.,  in  a  recent  sample  of  60  appli- 
cants, rejected  15  and  accepted  5  with  waivers.  This  gives  you  some 
idea  of  the  proportion  that  would  want  to  come  in  under  an  open 
enrollment. 

The  Group  Health  Plan  of  St.  Paul,  Minn.,  does  not  openly  enroll, 
but  it  does  offer  nongroup  membership  to  group  conversions.  It  has 
had  no  direct  enrollment  on  a  nongroup  basis  since  1973  because  of  the 
higher  utilization  of  this  group.  To  quote  their  general  manager, 
Maurice  J.  McKay,  with  respect  to  nongroup  conversions — 

In  1973  these  people  utilized  25  percent  more  services  per  person  than  those 
covered  under  our  group  contract  and  in  1974  this  percentage  had  increased  to 
30  percent.  What  is  more  significant  is  that  by  and  large  these  nongroup  mem- 
bers were  at  one  time  members  of  the  Group  Health  Plan  under  a  group  con- 
tract. They  are  consumer  oriented,  aware  that  the  premium  their  group  paid  is 
partially  a  function  of  the  services  that  group  requires,  and  support  the  phi- 
losophy espoused  by  the  Group  Health  Plan.  Yet  at  the  same  time  they  had  to  make 
the  decision  to  continue  with  nongroup  coverage  or  seek  an  alternative  health 
coverage,  they  were  aware  of  the  probable  medical  services  they  would  require 
and  were  economically  motivated  to  get  the  most  from  their  dollar  by  continuing 
their  Group  Health  Plan.  Their  rationale  is  borne  out  by  their  statistics  on  medi- 
cal service  utilization. 

Of  course,  if  they  did  not  think  they  needed  medical  services,  they 
probably  would  not  have  continued  paying  a  premium  which  was 
fully  out  of  their  own  pocket. 

Incidentally,  it  is  interesting  to  note  that  the  Group  Health  Plan, 
and  most  other  prepaid  group  practices,  permit  conversion  to  a  non- 
group  policy  with  a  very  high  level  of  benefits,  without  any  proof  of 
health  status.  This  is  not  the  custom  for  most  Blue  Cross  and  Indem- 
nity Plans. 

Mr.  McKay  went  on  to  say,  "Group  Health  Plan  is  firmly  opposed  to 
open  enrollment  for  potential  members  who  have  no  commitment  to 
Group  Health  Plan."  It  should  be  noted  that  Group  Health  Plan  is 
a  consumer  cooperative,  and  this  is  a  policy  of  the  organization. 

There  are  many  potential  solutions  to  the  problem  of  financial  pro- 
tection for  all  citizens.  National  health  insurance  is  the  most  obvious. 
Another  possibility  might  be  a  Federal  law  requiring  all  financiers  of 
health  care  to  accept  all  applicants,  regardless  of  health  status.  We 
would  favor  such  a  law. 

Some  proposed  subsidies.  We  reject  this.  Dealing  with  a  bureauc- 
racy to  gain  this  money  is  another  encumbrance  on  the  HMO.  Fur- 
thermore, we  believe  it  seriously  compromises  and  clouds  the  issue  of 
HMO  success,  since  the  critics  will  say  that  we  are  another  subsidized 
program  that  cannot  stand  on  its  own.  Many  believe  that  a  subsidy 
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provision  in  these  amendments  would  invoke  a  sure  veto.  Even  if  this 
is  incorrect,  there  is  not  a  good  record  in  funding  such  provisions, 
despite  the  authorizations  which  are  passed. 
As  Former  Assistant  Secretary  Duval  once  noted — 

The  American  people  are  convinced  they  can  accomplish  anything  and  will 
put  up  peanuts  to  try. 

Finally,  HMO's  are  marketplace  creatures.  That  is  the  thing  which 
has  distinguished  them  from  the  sad  mess  we  have  in  the  rest  of  the 
delivery  system  in  America.  Let  us  not  make  HMO's  fat  and  happy 
and  unresponsive  with  subsidies. 

We  have  noted  with  less  than  pleasure  the  railroads,  the  airlines,  and 
other  industries  which  become  embroiled  with  a  combination  of  Gov- 
ernment subsidy  and  regulation.  We  do  not  really  have  a  good  record 
in  this  area. 

We  do  not  believe  in  waivers.  There  is  a  lack  of  criteria ;  we  have  no 
reason  to  believe  they  can  be  administered  effectively,  the  uncertainty 
which  they  stimulate  puts  a  scare  factor  in  the  whole  business  of  Fed- 
eral qualification,  and  none  of  us  knows  how  to  develop  the  data  to 
substantiate  need. 

As  one  plan  said  in  a  letter  to  GHAA,  we  have  no  data  about  the 
extra  cost  of  open  enrollment,  and  we  are  reluctant  to  apply  for  Fed- 
eral certification.  The  whole  business  of  waivers  and  the  basis  on  which 
they  might  be  given  seem  to  me  to  be  a  crazy  contradiction. 

We  strongly  request  the  amendment  of  Public  Law  93-222  to  remove 
the  requirement  for  open  enrollment.  I  can  assure  you  that  most  of  the 
organizations  in  this  field  will  provide  open  enrollment  just  as  soon 
as  it  makes  any  kind  of  economic  sense,  and  there  is  even  a  good  chance 
that  we  might  do  it  a  bit  sooner,  judging  by  our  records  to  date. 

We  believe  that  as  soon  as  open  enrollment  makes  any  kind  of  rea- 
sonable sense  that  HMO's  will  be  willing  to  openly  enroll. 

If  you  look  at  our  records  to  date,  a  number  of  us,  including  my  own 
organization,  have  openly  enrolled.  We  have  seen  the  results  of  it.  I 
think  we  will  continue  to  try  and  do  it  and  try  with  increased  access  to 
care. 

I  think  it  is  something  most  of  us  are  very  much  committed  to. 
[The  prepared  statement  of  Mr.  Pyle  follows :] 
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STATEMENT  OF  THOMAS  0.   PYLE,  EXECUTIVE  VICE  PRESIDENT,  HARVARD  COMMUNITY  HEALTH 
PLAN,  BEFORE  THE  UNITED  STATES  SENATE  SUBCOMMITTEE  ON  HEALTH 
OF  THE  COMMITTEE  ON  LABOR  AND  PUBLIC  WELFARE 

Mr.  Chairman: 

My  name  is  Thomas  0.  Pyle,  and  I  am  the  Executive  Vice  President  of  the  Harvard 
Community  Health  Plan.     I  am  pleased  to  have  this  opportunity  to  appear  before 
you  and  other  members  of  this  committee. 

A  fly  has  legs.    A  table  has  legs.    Therefore,  a  fly  is  a  table.     I  am  sure 
you  are  all  familiar  with  this  type  of  fallacious  syllogism.     It  is  most  often 
committed  by  students  and  others  with  no  real  exposure  to  the  organisms  about 
which  they  are  reasoning. 

Similarly,  some  would  reason  that  if  A  is  good  and  B  is  good,  then  A  +  B  will 
be  better.    We  see  this  fallacy  in  the  linking  of  open  enrollment  and  HMOs. 
Access  to  financial  coverage  of  health  care  for  all  Americans  is  an  important 
and  desirable  goal.    The  Consensus  Group  strongly  supports  the  concept.  But 
this  cannot  be  achieved  through  the  mechanism  of  HMOs  alone;  it  is  a  broad  issue 
of  social  equity,  and  must  be  dealt  with  in  a  much  broader  legislative  framework. 

Let  me  present  what  could  have  been  an  analogous  situation.     Imagine  the  year 
as  1950,  and  the  Congress,  with  singular  foresight,  sets  two  major  goals. 

1.  That  the  country  should  emphasize  small  cars,  because  of  the 
fuel  crisis  which  will  occur  in  about  a  decade. 

2.  That  there  should  be  an  emphasis  on  major  pollution  and  safety 
devices  for  automobiles,  items  of  major  expense. 

These  two  goals  would  have  been  quite  reasonable.     But  now  imagine  that  the 
means  of  achieving  these  goals  is  by  providing  a  $300  million  subsidy  for 
small  car  manufacturers  (less  than  a  third  of  which  gets  funded)  and  passing  a 
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law  which  requires  small  cars,  and  small  cars  alone,  to  have  about  $500.00 
worth  of  pollution  and  safety  equipment  --  two  valuable  goals,  seriously- 
weakened  by  combining  them.    No  one  who  seriously  and  sincerely  supported  these 
two  goals  would  have  made  this  linkage. 

I  am  assuming  that  the  principal  objective  of  the  HMO  Bill  is  to  create  sound, 
healthy  HMOs  in  reasonable  abundance,  enabling  more  Americans  to  have  a  "dual 
choice".    Others  may  have  a  different  agenda  for  this  legislation.    Some  would, 
assuredly,  try  to  use  it  to  destroy  this  alternative  to  the  prevalent  delivery 
system.     It  should  be  noted  that  their  task  might  not  be  too  difficult,  since 
HMOs  exist  in  a  tough  competitive  environment,  are  hard  to  get  started,  and 
by  any  generally  accepted  business  standard,  are  woefully  undercapitalized. 

Others,  I  am  sure,     see  the  liMO  as  merely  one  pawn  in  the  strategy  to  develop 
national  health  insurance.    While  the  establishment  of  national  health  insurance 
is  a  laudable  goal  supported  by  all  of  us  in  the  Consensus  Coalition,  we  hope 
that  the  purpose  of  the  majority  here  is  to  increase  the  number  of  viable  HMOs. 
Those  of  us  who  have  our  sweat  and  tears  -if  not  our  blood-  in  HMOs  do  not 
wish  to  see  them  as  an  expendable  casualty  in  the  great  thrust  toward  national 
health  insurance. 

Again,  we  in  the  Consensus  Group,  including  the  Group  Health  Association  of  America 
believe  that  all  Americans  should  have  adequate  protection  from  the  financial 
disaster  which  an  unforseen  major  health  problem  can  cause.    The  existing 
law  tries  to  solve  this  problem  by  making  it  the  responsibility  of  a  small 
and  frail  segment  of  the  health  financing  industry.     Less  than  5%  of  the 
U.S.  population  is  enrolled  in  HMOs.      This  small  group  is  unable  to  under- 
write the  medical-financial  disasters  of  100%  of  the  population.    New  HMOs, 
which  the  act  purports  to  encourage,  will  have  more  financial  difficulties 
than  typical  new  businesses,  which,  as  you  know,  have  a  50%  failure  rate  in 


363 


-3- 

cach  of  the  first  two  years.     We  believe  that  the  existing  legislation  may 
result  in  an  increase  in  the  HMO  premiums    so  that  HMOs    will  become  econ- 
omically attractive  to  only  the  very  sick  and  the  very  rich.     Imagine  the 
rates  the  fire    insurers  would  have  to  charge  if  you  could  buy  fire  insur- 
ance after  your  house  was  ablaze. 

Reasonable  premiums  in  any  health  financing  scheme  require  the  distribu- 
tion of  cost  which  comes  from  a  spread  of  health  status.    Normal  group  cov- 
erage, with  employer  contributions,  creates  the  likelihood  of  such  a  balance. 
For  this  reason  we  are  able  to  support  "open  enrollment"  in  employer  groups, 
which  all  of  us  practice  in  the  employer  groups  we  cover,  despite  the 
fact  that  we  get  our  fair  share  of  high  health  risks  in  these  situations. 
However,  universal  open  enrollment  permits  an  individual  to  avoid  the  cost 
of  health  coverage,  and  then  sign  up  if  and  when  a  health  problem  is  found. 
Not  only  do  we  help  the  unfortunates  of  our  population,  but  also  the 
"sharpie"  millionaire. 

Recently  I  heard  of  a  young  man  who  elected  to  be  uninsured  when  he  lost 
family  coverage  at  age  19;  he  voluntarily  gave  up  insurance.  He  avoided 
paying  premiums  and  saved  the  money  his  peers  were  paying  out.  Then,  he 
had  an  accident.  Under  the  existing  law,  if  implemented,  someone  could 
come  to  our  office  on  his  behalf,  sign  him  up,  pay  $30.00  a  month,  and  ob- 
ligate the  membership  of  our  organization  to  some  $13,000.00  of  his  hos- 
pital costs. 

Do  we  have  data  on  this  extra  expense?    Not  much  more  than  we  have  data  on 

survival  rates  of  people  who  have  driven  airplanes  into  glaciers,  since 

few  people  have  elected  to  do  that.    However,  since  there  has  been  an  air 

of  experimentation  in  consumer  conscious  group  health  movements  for  many  years, 

there  is  some  data. 
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The  Community  Health  Care  Center  Plan  in  New  Haven,  Connecticut  allowed 
elective  membership,  or  open  enrollment,  through  a  Consumers  Cooperative. 
Despite  a  six  month  waiting  period  for  membership,  the  ambulatory  utiliza- 
tion rate  was  145%  that  of  their  regular  members,  and  the  horpital  utiliza- 
tion rate  was  almost  5  times  as  high.     At  that  same  Plan,  conversions  from 
group  membership  to  non-group  membership,  that  is,  people  who  elected  to 
continue  coverage  when  they  left  their  job,  had  an  ambulatory  utilization 
rate  1-1/2  times,  and  a  hospitalization  rate  of  almost  three  times,  those 
for  all  members  of  the  Plan. 

Similar  data  is  found  in  other  situations.     The  Arizona  Health  Plan  in 
Phoenix,  Arizona,  among  group  conversions  had  a  fifty-six  percent  higher 
visit  rate..    North  Care,  in  Evanston,  Illinois,  conducted  an  open  enroll- 
ment period  immediately  after  beginning  operations.     The  per  capita  cost 
of  those  enrollees  is  37%  higher  than  the  average  in  the  Plan.    The  Marsh- 
field  Medical  Foundation,  Marshfield,  Wisconsin,  openly  enrolled  individ- 
ual members,  and  found  a  per  capita  cost  which  was  37-1/2%    higher  than 
the  average  of  all  their  members.     Blue  Cross-Blue  Shield  in  New  Jersey, 
an  indemnity  type  plan,  conducted  an  open  enrollment  in  1973.    There  was 
a  12  month  waiting  period  before  pre-existing  conditions  were  covered. 
The  cost  in  the  first  year  was  35  to  40%  higher  than  the  average  of  all 
members;  after  12  months  it  went  up  to  60%  above  the  average. 

In  1960,  the  Health  Insurance  Plan  of  New  York,  in  New  York  City,  conducted 
an  enrollment  which,  while  ruling  out  people  with  such  diseases  as  cancer 
and  tuberculosis,  was  essentially  an  open  enrollment.     The  enrollees  were 
significantly  older  than  the  average  HIP  membership;  they  had  a  70%  greater 
physician  utilization  rate  in  early  years.    More  recently,  this  has  come 
down  to  a  40%  higher  physician  utilization  rate  and  a  30%  higher  hospitali- 
zation rate.     Screening  these  initial  members  would  have  kept  about  40% 
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of  them  from  joining,  using  the  traditional  criteria  applied  in  issuing 
health  insurance.     It  should  be  noted  that  the  II. I. P.  utilization  figures 
I  have  just  quoted  cover  a  span  of  12  years,  from  1960  to  1972.    This  is 
a  clear  indication  that  heavier  utilization  is  not  purely  a  start-up 
phenomenon,  as  some  would  argue. 

Under  an  HEW  Grant  to  provide  health  care  to  the  near  poor,  the  Harvard  Com- 
munity Health  Plan  openly  enrolled  1,000  individuals.    Their  hospitali- 
zation was  double  that  of  the  rest  of  our  members,  and  the  ambulatory 
utilization  rate  was  25%  above.    One  woman  was  enrolled  by  her  family  while 
she  was  in  the  hospital  with  a  stroke. 

Incidentally,  just  a  bit  more  on  the  reject  rate  -  the  Ross  Loos  Medical 
Group  in  Los  Angeles,  California,  in  a  recent  sample  of  60  applicants, 
rejected  15  and  accepted  5  with  waivers.    This  gives  you  some  idea  of  the 
proportion  that  would  want  to  come  in  under  an  open  enrollment. 

The  Group  Health  Plan  of  St.  Paul,  Minnesota  does  not  openly  enroll,  but 
it  does  offer  non-group  membership  to  group  conversions.     It  has  had  no 
direct  enrollment  on  a  non-group  basis  since  1973  because  of  the  higher 
utilization  of  this  group.    To  quote  their  General  Manager,  Maurice  J. 
McKay,  with  respect  to  non-group  conversions,  "In  1973  these  people  utilized 
25%  more  services  per  person  than  those  covered  under  our  group  contract, 
and  in  1974  this  percentage  had  increased  to  30%.      What  is  more  signifi- 
cant is  that  by  and  large  these  non-group  members  were  at  one  time  members 
of  the  Group  Health  Plan  under  a  group  Contract.    They  are  consumer  oriented, 
aware  that  the  premium  their  group  paid  is  partially  a  function  of  the  services 
that  group  requires,  and  support  the  philosophy  espoused  by  Group  Health  Plan. 
Yet  at  the  same^  time  they  had  to  make  the  decision  to  continue  with  non- 
group  coverage  or  seek  an  alternative  health  coverage,  they  were  aware  of 
the  probable  medical  services  they  would  require  and  were  economically 
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motivated  to  get  the  most  from  their  dollar  by  continuing  their  Group  Health 
Plan.     Their  rationale  is  borne  out  by  their  statistics  on  medica 1.  service 
utilization."    Of  course,  if  they  did  not  think  they  needed  medical  services, 
they  probably  would  not  have  continued  paying  a  premium  which  was  fully 
out  of  their  own  pocket.     Incidentally,  it  is  interesting  to  note  that  the 
Group  Health  Plan,  and  most  other  prepaid  group  practices,  permit  conversion 
to  a  non-group  policy  with  a  very  high  level  of  benefits,  without  any  proof 
of  health  status.     This  is  not  the  custom  for  most  Blue  Cross  and  Indemnity 
Plans. 

Mr. -McKay  went  on  to  say,  "Group  Health  Plan  is  firmly  opposed  to  open 
enrollment  for  potential  members  who  have  no  commitment  to  Group  Health 
Plan."    It  should  be  noted  that  Group  Health  Plan  is  a  Consumer  Coopera- 
tive, and  this  is  a  policy  of  the  organization. 

There  are  many  potential  solutions  to  the  problem  of  financial  protection 
for  all  citizens.    National  Health  Insurance  is  the  most  obvious.  Another 
possibility  might  be  a  federal  law  requiring  all  financiers  of  health 
care  to  accept  all  applicants,  regardless  of  health  status.    We  would  favor 
such  a  law. 

Some  propose  subsidies.    We  reject  this.     Dealing  with  a  bureaucracy  to 
gain  this  money  is  another  encumbrance  on  the  HMO.  Furthermore,  we  believe  it 
seriously  compromises  and  clouds  the  issue  of  HMO  success,  since  the 
critics  will  say  that  we  are  another  subsidized  program  that  can't  Stand 
on  its  own.    Many  believe  that  a  subsidy  provision  in  these  amendments 
would  invoke  a  sure  veto.     Even  if  this  is  incorrect,  there  is  not  a  good 
record  in  funding  such  provisions,  despite  the  authorizations  which  are 
passed.    As  former  Assistant  Secretary  Duval  once  noted,  "the  American 
people  are  convinced  they  can  accomplish  anything  and  will  put  up  peanuts 
to  try." 
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Finally,  HMOs  are  marketplace  creatures.    That  is  the  thing  which  has  dis- 
tinguished them  from  the  sad  mess  we  have  in  the  rest  of  the  delivery  sys- 
tem in  America.     Let's  not  make  HMOs  fat  and  happy  and  unresponsive  with 
subsidies.    We've  noted  with  less  than  pleasure,  the  railroads,  the  airlines, 
and  other  industries  which  become  embroiled  with  a  combination  of  govern- 
ment subsidy  and  regulation.    We  don't  really  have  a  good  record  in  this 
area. 

We  do  not  believe  in  waivers.    There  is  a  lack  of  criteria,  we  have  no 
reason  to  believe  they  can  be  administered  effectively,  the  uncertainty 
which  they  stimulate  puts  a  scare  factor  in  the  whole  business  of  -federal 
qualification  and  none  of  us  knows  how  to  develop  the  data  to  substantiate 
need.    As  one  Plan  said  in  a  letter  to  GHAA,  we  have  no  data  about  the 
extra  cost  of  open  enrollment,  and  we  are  reluctant  to  apply  for  federal 
certification.    The  whole  business  of  waivers  and  the  basis  on  which  they 
might  be  given,  seems  to  me  to  be  a  crazy  contradiction.     We  strongly  re- 
quest the  amendment  of  Public  Law  93-222  to  remove  the  requirement  for  open 
enrollment.     I  can  assure  you  that  most  of  the  organizations  in  this  field 
will  provide  open  enrollment  just  as  soon  as  it  makes  any  kind  of  economic 
sense,  and  there  is  even  a  good  chance  that  we  might  do  it  a  bit  sooner 
judging  by  our  records  to  date. 
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Mr.  McClure.  Harry  Stamey,  chairman,  prepayment  committee  of 
the  American  Group  Practice  Association,  will  speak  to  the  51-per- 
cent rule. 

Dr.  Stamey.  I  am  pleased  to  have  the  opportunity  to  speak  to  you 
today  on  behalf  of  American  Group  Practice  Association. 

One  important  goal  of  the  Health  Maintenance  Organization  Act 
of  1973  was  to  foster  the  growth  and  development  of  group  practices 
providing  comprehensive  health  care  benefits.  This  goal,  however, 
has  been  seriously  frustrated  by  the  language  in  the  final  bill  that 
defines  a  medical  group  as  a  legal  entity  whose  members  "as  the  prin- 
cipal professional  activity  and  a  group  responsibility  engage  in  the 
coordinated  practice  of  their  profession  for  a  health  maintenance 
organization." 

The  latter  portion  of  this  definition,  for  a  health  maintenance  or- 
ganization, requires  the  existing  fee-for-service  group  attempting  to 
provide  comprehensive  prepaid  health  benefits,  regardless  of  its  size 
or  location  to  convert  more  than  50  percent  of  its  existing  practice  to 
prepayment.  Its  effect  has  been  to  deter  a  great  many  of  our  Nation's 
finest  group  practices  from  delivering  comprehensive  prepaid  health 
benefits. 

Through  regulations,  the  Department  of  Health,  Education,  and 
Welfare  has  attempted  to  ameliorate  this  problem  by  allowing  a  3- 
year  phase-in.  However,  this  still  requires  that  a  group  commit  itself 
to  a  goal  that  may  be  either  (1)  clearly  impossible,  as  in  that  of  the 
large  regional  referral  centers,  such  as  Mayo,  Lahey,  Cleveland,  Ochs- 
ner,  Scott  White,  Mason,  and  Palo  Alto  clinics  and  in  my  own  group, 
the  Geisinger  Medical  Center;  or  (2)  highly  impractical,  as  in  most 
medium  and  larger  sized  groups. 

In  addition,  this  language  requires  that  a  group  commit  itself  to  a 
goal  which  will  be  ultimately  determined  by  the  people  living  in  the 
group's  community  and  not  by  the  physicians  within  the  group. 

Dr.  Bill  Roy,  former  Congressman  from  Kansas  and  one  of  the  pri- 
mary authors  of  the  HMO  Act  of  1973  felt  so  strongly  about  this  issue 
that  he  introduced  an  amendment  during  the  last  session  of  Congress 
to  correct  this  language.  In  his  preamble  to  the  amendment,  Dr.  Roy 
states : 

I  feel  strongly  that  existing  fee-for-service  group  practices  offer  a  great  op- 
portunity for  the  development  of  HMOs.  But  to  require  that  these  groups  con- 
vert more  than  50  percent  of  their  practice  to  an  HMO  is  not  reasonable. 

That  portion  of  the  definition  that  requires  physicians  in  group 
practices  to  be  "principally  engaged  in  the  coordinated  practice  of 
their  profession"  is  desirable,  and  an  inherent  and  essential  character- 
istic of  group  practices  delivery  of  comprehensive  health  benefits.  But 
to  insist  that  they  commit  themselves  to  a  goal  that  may  be  impossible 
or  impractical  will  serve  only  to  deter  the  reputable  and  financially 
sound  group  practices  from  participating  in  the  HMO  program. 

There  are  some  who  reason  that  existing  group  practices  may  qual- 
ify as  HMO's  by  calling  themselves  Independent  Practice  Associations 
or  IPA's.  To  those  not  associated  with  group  practice,  this  may  appear 
to  be  a  simple  solution  and  one  of  little  consequence.  But  every  group 
practice  that  exists  today  has  had  to  overcome  a  multitude  of  obstacles 
and  traditions  to  become  a  group  practice — a  group  practice  that  could 
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offer  to  the  public  the  convenience  and  quality  of  a  coordinated  and 
integrated  practice. 

They  are  not  apt  to  take  lightly  to  offering  themselves  to  the  public 
as  Independent  Practice  Associations — something  they  are  not.  This 
will  be  borne  out  in  the  administration's  testimony  before  this  commit- 
tee, showing  a  drastic  reduction  in  the  number  of  provider  groups 
pursuing  HMO  development  since  the  passage  of  the  act. 

More  than  2  years  ago,  when  the  HMO  Act  of  1973  was  being 
written,  there  was  some  concern  whether  prepayment  and  fee-for-serv- 
ice  could  exist  side  by  side  and  still  provide  the  highest  quality  medi- 
cal care  to  all  patients.  This  can  no  longer  be  considered  a  serious 
question. 

Too  many  groups  have  successfully  demonstrated  the  logic  and 
desirabilitv  of  utilizing  the  resources  of  existing  group  practices  to 
build  HMO's. 

Marshfield  Clinic  in  Marshfield,  Wis.,  is  now  serving  23,500  health 
plan  enrollees;  Lovelace  Clinic  in  Albuquerque,  X.  Mex.,  has  8,500 
enrollees ;  InterGroup  in  Chicago,  20,000 ;  Trover  Clinic  in  Madison- 
ville,  Ky.,  has  8,000;  and  St.  Louis  Park  Medical  Center  also  serves 
over  8,000  enrollees.  These  are  only  a  few. 

In  addition,  one  cannot  forget  that  many  of  the  HMO's  sponsored 
by  insurance  carriers,  for  example,  do  indeed  receive  their  physician 
services  from  groups  which  are  still  principally  engaged  in  fee-for- 
service  practice.  The  evidence  is  overwhelming.  Existing  group  prac- 
tices provide  a  most  logical,  economical  and  fertile  resource  for  the 
development  of  HMO's. 

We  should  encourage  and  not  discourage  such  provider  involvement. 
Accordingly,  we  support  the  amendment  in  S.  1926  to  redefine  the  term 
"medical  group"  in  the  Health  Maintenance  Organization  Act  of  1973 
by  deleting  the  words  "for  a  Health  Maintenance  Organization." 

[The  prepared  statement  of  Dr.  Stamey  follows :] 
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Mr.  Chairman,  I  am  Doctor  Harry  Stamey,  Medical  Director 
of  Geisinger  Medical  Center  in  Danville,  Pennsylvania  and  Chairman 
of  the  American  Group  Practice  Association's  Committee  on  Prepaid 
Health  Care.    I  am  accompanied  by  Larry  Hoffeuner,   Counsel  for  AGPA. 
I  am  pleased  to  have  the  opportunity  to  speak  with  you  today  on  behalf  of 
the  American  Group  Practice  Association,  the  national  professional 
association  of  physicians  and  dentists  in  group  practice. 

Ontsimportant  goal  of  the  Health  Maintenance  Organization 
Act  of  1973  was  to  foster  the  growth  and  development  of  group 
practices  providing  comprehensive  health  care  benefits.    This  goal, 
however,  has  been  seriously  frustrated  by  the  language  in  the 
final  bill  that  defines  a  medical  group  as  a  legal  entity  whose 
members  "as  the  principal  frofessional  activity  and  a  group  respon- 
sibility engage  in  the  coordinated  practice  of  their  profession 
for  a  health  maintenance  organization".    The  latter  portion  of  this 
definition,  for  a  health  maintenance  organization,  requires  the 
existing  fee-for-service  group  attempting  to  provide  comprehensive 
prepaid  health  benefits,  regardless  of  its  size  or  location  to 
convert  more  than  50%*of  its  existing  practice  to  prepayment. 
Its  effect  has  been  to  deter  a  great  many  of  our  nation's  finest 
group  practices  from  delivering  comprehensive,  prepaid  health 
benefits. 
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Through  regulations,  the  Department  of  Health,  Education 
and  Welfare  has  attempted  to  ameliorate  this  problem  by  allowing 
a  three  year  phase-in.     However,  this  still  requires  that  a  group 
commit  itself  to  a  goal  that  may  be  either:     1)  clearly  impossible 
(as  in  that  of  the  large  regional  referral  centers  such  as  Mayo, 
Lahey,  Cleveland,  Ochsner,  Scott  and  White,  Mason  and  Palo  Alto 
clinics  and  in  my  own  group,  the  Geisinger  Medical  Center);  or 
2)  highly  impractical  (as  in  most  medium  and  larger  sized  groups). 
In  addition,  this  language  requires  that  a  group  commit  itself  to  a 
goal  which  will  be  ultimately  determined  by  the  people  living  in 
the  group's  community  and  not  by  the  physicians  within  the  group. 
Doctor  Bill  Roy,  former  Congressman  from  Kansas  and  one  of  the 
primary  authors  of  the  HMO  Act  of  1973  felt  so  strongly  about  this 
issue  that  he  introduced  an  amendment  during  the  last  session  of 
Congress  to  correct  this  language.     In  his  preamble  to  the 
amendment  Doctor  Roy  states:     "I  feel  strongly  that  existing 
f ee-f or-service  group  practices  offer  a  great  opportunity  for  the 
development  of  HMOs.     But  to  require  that  these  groups  convert 
more  than  50%  of  their  practice  to  an  HMO  is  not  reasonable." 

That  portion  of  the  definition  that  requires  physicians  in 
group  practices  to  be  "principally  engaged  in  the  coordinated 
practice  of  their  profession"  is  desirable,  and  an  inherent  and 
essential  characteristic  of  group  practices  delivery  of  comprehen- 
sive health  benefits.     But  to  insist  that  they  commit  themselves 
to  a  goal  that  may  be  impossible  or  impractical  will  serve  only  to 
deter  the  reputable  and  financially  sound  group  practices  from 
participating  in  the  HMO  Program. 
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There  are  some  who  reason  that  existing  group  practices 
may  qualify  as  HMOs  by  calling  themselves  Independent  Practice 
Associations  or  IPAs .     To  those  not  associated  with  group  practice 
this  may  appear  to  be  a  simple  solution  and  one  of  little  con- 
sequence.    But  every  group  practice  that  exists  today  has  had  to 
overcome  a  multitude  of  obstacles  and  traditions  to  become  a 
group  practice  —  a  group  practice  that  could  offer  to  the  public 
the  convenience  and  quality  of  a  coordinated  and  integrated 
practice.     They  are  not  apt  to  take  lightly  to  offering  themselves 
to  the  public  as  Independent  Practice  Associations  —  something 
they  are  not.     This  will  be  borne  out  in  the  Administration's 
testimony  before  this  Committee,   showing  a  drastic  reduction  in 
the  number  of  provider  groups  pursuing  HMO  development  since  the 
passage  of  the  Act . 

More  than  two  years  ago,  when  the  HMO  Act  of  1973  was 
being  written,  there  was  come  concern  whether  prepayment  and 
f ee-f or-service  could  exist  side  by  side  and  still  provide  the 
highest  quality  medical  care  to  all  patients.     This  can  no  longer 
be  considered  a  serious  question.     Too  many  groups  have  success- 
fully demonstrated  the  logic  and  desirability  of  utilizing  the 
resources  of  existing  group  practices  to  build  HMOs.  Marshfield 
Clinic  in  Marshfield,  Wisconsin,   is  now  serving "23 , 500  Health  Plan 
Enrollees;  Lovelace  Clinic  in  Albuquerque,  New  Mexico  has  8,500 
enrollees;   InterGroup  in  Chicago,  20,000;  Trover  Clinic  in 
Madisonville,  Kentucky  has  8,000;  and  St.  Louis  Park  Medical 
Center  also  serves  over  8,000  enrollees.     These  are  only  a  few. 
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In  addition,  one  cannot  forget  that  many  of  the  HMOs  sponsored 
by  insurance  carriers,  for  example,  do  indeed  receive  their 
physician  services  from  groups  which  are  still  principally 
engaged  in  fee-for-service  practice.    The  evidence  is  over- 
whelming.   Existing  group  practices  provide  a  most  logical, 
economical  and  fertile  resource  for  the  development  of  HMOs. 
We  should  encourage  and  not  discourage  such  provider  involvement 
ment     Accordingly,  we  support  the  amendment  in  S.  1926 
to  redefine  the  term  "medical  group"  in  the  Health  Maintenance 
Organization  Act  of  1973  by  deleting  the  words  "for  a  Health 
Maiatenance  Organization". 
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Mr.  McClure.  Mr.  Steven  Epstein,  Washington  counsel  for  the 
American  Association  of  Foundations  for  Medical  Care. 

Mr.  Epstein.  Mr.  Chairman,  I  am  Steven  Epstein,  counsel  to  the 
American  Association  of  Foundations  for  Medical  Care. 

AAFMC  strongly  supports  all  the  amendments  proposed  under 
S.  1926  as  essential  to  the  growth  of  health  maintenance  organizations 
as  a  viable  alternative  delivery  system  in  the  health  marketplace. 

In  particular,  we  wish  to  speak  to  section  3  of  S.  1926.  Section  3  is 
intended  to  remove  an  unnecessary  barrier  in  the  statute  to  the  qualifi- 
cation of  foundations  for  medical  care  as  individual  practice  associa- 
tion-type HMO's.  Specifically,  this  amendment  would  permit  both 
already  existing  and  newly  forming  foundations  for  medical  care  to 
qualify  as  individual  practice  associations  under  Public  Law  93-222, 
without  the  presently  existing  burdensome  requirements  of  forming 
two  not-for-profit  corporations,  creating  two  sets  of  bylaws  and  other 
corporate  documents,  obtaining  two  separate  Federal  and  State  tax- 
exempt  status  rulings,  hiring  two  independent  staffs,  operating  two 
independent  claims  processing  procedures,  fabricating  various  unnec- 
essary contractual  arrangements,  and  operating  two  corporate 
structures. 

These  requirements,  in  our  view,  create  sufficient  complications  and 
confusion  to  operate  as  a  "chilling  factor"  for  well-intentioned  founda- 
tion physicians  to  participate  in  the  Federal  HMO  program. 

Please  be  assured  that  this  amendment  will  in  no  way  relieve  a 
foundation  from  meeting  all  other  substantive  requirements  of  Public 
Law  93-222,  as  such  act  may  be  amended.  Section  3  is  intended  merely 
as  relief  from  an  oppressive  procedural  requirement. 

Foundations  for  medical  care  represent  a  health  care  delivery  system 
designed  to  provide  easily  accessible,  comprehensive,  high-quality  med- 
ical care  at  minimal  cost  to  the  patient  and  the  community.  Founda- 
tions for  medical  care  provided  the  model  for  the  individual  practice 
association  type  of  HMO.  They  have  demonstrated  that  the  local 
medical  profession  can,  by  mutual  agreement,  deliver  medical  services 
in  an  organized  mode — not  under  one  roof,  as  in  a  group  practice 
HMO — but  as  a  "clinic  without  walls,"  through  the  foundation 
mechanism. 

Through  the  encouragement  of  individual  practice  associations  as 
modified  by  the  proposed  amendments  of  S.  1926,  the  Federal  Gov- 
ernment can  most  effectively  assist  local  medical  professional  groups 
in  every  part  of  the  country  to  organize  responsible  locally  admin- 
istered medical  care  delivery  systems,  utilizing  most  efficiently  the 
existing  manpower  and  institutional  resources  of  the  community. 

Thank  you. 

[The  prepared  statement  of  Mr.  Epstein  follows:] 
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Mr.  Chairman  and  Members  of  the  Committee,   I  am  Steven 
Epstein,  Counsel  to  the  American  Association  of  Foundations 
for  Medical  Care   ("AAFMC" ) . 

AAFMC  strongly  supports  all  the  amendments  proposed 
under  S.   1926  as  essential  to  the  growth  of  health  maintenance 
organizations   ("'HMOs'7)    as  a  viable  alternative  delivery  system 
in  the  health  marketplace. 

In  particular,  we  wish  to  speak  to  Section  3  of  S.  1926. 
Section  3  is  intended  to  remove  an  unnecessary  barrier  in  the 
statute  to  the  qualification  of  foundations  for  medical  care 
as  individual  practice  association  type  HMOs.  Specifically, 
this  amendment  would  permit  both  already  existing  and  newly 
forming  foundations  for  medical  care  to  qualify  as  individual 
practice  associations  under  P.L.   93-222  without  the  presently 
existing  burdensome  requirements  of  forming  two  not-for-profit 
corporations,   creating  two  sets  of  by-laws  and  other  corporate 
documents,  obtaining  two   separate  federal  and  state  tax-exempt 
status  rulings,  hiring  two  independent  staffs,   operating  two 
independent  claims  processing  procedures,    fabricating  various 

unnecessary  contractual  arrangements,    and  operating  two 
corporate  structures.     These  requirements,   in  our  view, 
create  sufficient  complications  and  confusion  to  operate  as 
a  "chilling  factor"   for  well-intentioned  foundation  physicians 
to  participate  in  the  federal  HMO  program. 
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Please  be  assured  that  this  amendment  will  in  no  way 
relieve  a  foundation  from  meeting  all  other  substantive 
requirements  of     P.L.   93-222,    as  such  Act  may  be  amended. 
Section  3  is  intended  merely  as  relief  from  an  oppressive 
procedural  requirement. 

Foundations  for  medical  care  represent  a  health  care 
delivery  system  designed  to  provide  easily  accessible,  compre- 
hensive, high-quality  medical  care  at  minimal  cost  to  the 
patient  and  the  community.     Foundations  for  medical  care 
provided  the  model  for  the  individual  practice  association 
type  of  HMO.     They  have  demonstrated  that  the  local  medical 
profession  can,  by  mutual  agreement,   deliver  medical  services 
in  an  organized  mode  -  not  under  one  roof,   as  in  a  group 
practice  HMO  -  but  as  a  "clinic  without  walls",   through  the 
Foundation  mechanism. 

Through  the  encouragement  of  individual  practice 
associations  as  modified  by  the  proposed  amendments  of 
S.   1926,   the  federal  government  can  most  effectively  assist 
local  medical  professional  groups  in  every  part  of  the  country 
to  organize  responsible  locally  administered  medical  care 
delivery  systems,  utilizing  most  efficiently  the  existing 
manpower  and  institutional  resources  of  the  community. 
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Senator  Kennedy.  We  try  in  legislation  to  provide  some  degree  of 
flexibility  when  there  are  important  services  which  are  needed,  and 
the  only  ways  and  means  of  providing  those  is  to  permit  contract  and 
procedures  to  be  followed. 

A  very  important  point  that  has  been  made  in  the  development  of 
HMO's  is  in  order  to  try  to  get  some  kind  of  handle  on  the  number 
of  services  that  are  being  provided,  it  is  important  that  HMO's  have 
a  more  focused  posture  and  position  with  relationship  to  the  doctors 
who  are  working  there. 

An  important  point,  I  think,  has  been  made  to  the  extent  that  they 
do  not  have  this  kind  of  focus  and  attention,  that  there  has  been  the 
pattern  of  perhaps  weaker  control  in  the  range  of  services,  the  amount 
of  services  that  have  been  provided,  and  cost  as  well. 

Would  you  comment  on  the  issue  ? 

Mr.  Epstein.  The  foundation  concept  already  provides  for  an  orga- 
nized system  of  care.  A  not-for-profit  corporation  is  established  which 
sets  up  a  board  of  directors  and  attempts  to  provide  the  organized 
system  you  are  interested  in  creating. 

The  technical  requirements  of  Public  Law  93-222,  as  they  presently 
exist,  mandate  that  two  separate  corporations  be  created,  whereas  the 
foundation  movement  has  found  that  one  is  adequate. 

Senator  Kennedy.  Give  me  the  answer  again,  please. 

Mr.  Epstein.  The  foundation  system  provides  for  the  creation  of  a 
not-for-profit  corporation,  which  acts  as  the  focal  point  for  an  orga- 
nized system  of  health  care. 

The  board  of  directors  of  the  foundation  establishes  appropriate 
benefit  packages  and  claims  processing  procedures,  makes  appropriate 
contracts  with  physicians  and  sets  up  a  mechanism  for  quality  control. 

Presently  existing  requirements  of  Public  Law  93-222  mandate  two 
separate  corporations,  whereas  the  foundation  experience  has  shown 
that  one  corporation  effectively  provides  an  adequate  and  appropriate 
structure  for  a  health  care  system  of  independent  physicians. 

Senator  Kennedy.  Do  you  think  that  is  what  the  amendment  accom- 
plishes, or  is  it  somewhat  broader  than  that  ? 

I  must  say  I  would  like  to  get  another  look  at  it  and  obviously  will. 

Would  the  rest  of  you  be  willing  to  accept  that  as  you  define  it  ? 

Mr.  McClure.  That  is  the  group's  views. 

Mr.  Chairman,  I  will  speak  to  community  rating.  Before  discussing 
community  rating,  I  would  like  to  indicate  InterStudy's  view  that 
S.  1926  will  provide  a  much  more  favorable  climate  for  HMO  growth. 
Without  these  amendments,  the  HMO  movement  will  tend  to  flounder. 

Regarding  community  rating,  I  would  like  to  start  with  a  conclusion. 

Putting  aside  the  argument  for  and  against  community  rating  itself  , 
the  unilateral  imposition  of  community  rating  on  HMO's  alone  and 
not  upon  traditional  systems  works  an  unf  air  and  uncompetitive  hard- 
ship on  HMO]s. 

My  first  point  is  that  in  the  insurance  industry,  community  rating 
has  virtually  been  driven  out  by  experience  rating  everywhere  there 
is  truly  a  competitive  situation.  On  the  other  hand,  HMO's  are  so  ef- 
ficient that  in  many  areas  of  the  country,  and  with  many  groups,  even 
with  community  rating  they  have  been  able  to  successfully  compete 
against  experience  rating  insurance  companies.  This  is  not  true  in  all 
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areas  or  in  all  groups,  and  therefore  community  rating  is  a  competi- 
tive hardship  in  these  areas  and  with  these  groups. 

My  second  point  is  that  community  rating  is  a  particular  hardship 
on  the  new  and  small  HMO's.  These  new  HMO's  scrambling  to  get 
into  the  market  must  often  start  with  higher  risk  groups  because  there 
is  less  competition  for  them.  Then  the  community  rating  requirement 
makes  it  difficult  to  add  additional  groups. 

My  third  point  is  that  community  rating  works  a  hardship  even  on 
mature  HMO's.  For  a  variety  of  historical  and  market  reasons,  most 
mature  HMO's  depart,  sometimes  substantially,  from  community  rat- 
ing. While  very  few  have  purely  experienced  rated  groups,  they  do 
have  considerable  departures. 

The  requirement  of  strict  community  rating  in  the  original  HMO 
Act  means  these  HMO's  will  have  to  negotiate  increased  rates  with 
many  of  their  own  member  groups.  This  will  work  hardship  and  may 
cause  a  loss  of  some  groups  from  these  HMO's. 

My  fourth  point  is  that  community  rating  is  really  addressed  to  a 
larger  social  issue;  namely,  covering  the  high  risk  patient.  It  is  not 
essential  to  the  logic  or  efficient  operation  of  HMO's  themselves. 

Therefore,  it  seems  to  me  unfair  and  will  work  a  hardship  on 
HMO's,  to  place  this  burden  unilaterally  upon  them,  whereas  it  is 
really  a  question  of  national  health  insurance  which  the  whole  country 
should  face  rather  than  just  consumers  in  HMO's. 

Therefore,  this  consensus  group  supports  S.  1926  amendments  to 
phase  in  community  rating  at  least  over  5  years. 

[The  prepared  statement  of  Mr.  McClure,  on  behalf  of  InterStudy, 
follows :] 
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I  am  Dr.  Walter  McClure,  Ph.D.,  Associate  Director  of  the  Health  Policy 
Group  of  InterStudy,  an  independent,  non-profit  research,  policy  research, 
and  consulting  organization  located  in  Minneapolis,  Minnesota.    I  appreciate 
very  much  the  opportunity  to  be  here  today.    My  colleagues  and  I  at  Inter- 
Study— which  include  Dr.  Paul  Ellwood,  Dr.  Robert  Schlenker,  Dr.  Gary  Appel , 
and  others—have  been  engaged  in  research  and  policy  analysis  in  the  area 
of  HMOs  for  over  five  years,  and  we  have  worked  with  this  Committee,  other 
Committees  of  the  Congress,  and  HEW  on  HMO  and  other  health  care  issues.  .We 
hope  this  work  has  been  helpful  to  you. 

InterStudy  believes  that  the  Schweiker-Mondale-Javitts  bill  (S.1926)  amending  the 
HMO  Act  of  1973  (P.L.  93-714)  will  greatly  strengthen  that  Act  and  encourage 
a  more  fair  and  favorable  climate  for  HMOs.    If  we  are  reading  your  intent 
correctly,  the  HMO  Act  represented  a  new  approach  by  the  Congress,  comple- 
mentary to  your  continuing  development  of  health  planning  and  regulation 
(most  recently  expressed  in  P.L.  93-641).    The  new  approach  of  the  HMO  Act 
directly  encouraged  diverse  private  efforts  to  constructively  restructure 
the  health  care  system.    Thus,  Congress  is  now  pursuing  a  balanced  strategy 
of  fostering  public  planning  on  the  one  hand  and  private  restructuring  on 
the  other  to  get  on  top  of  our  national  problems  in  the  cost,  distribution, 
and  quality  of  health  care.    If  we  further  read  your  purpose  correctly,  it 
was  not  the  intent  of  th*e  HMO  Act  to  force  new  modes  of  practice  on  anybody, 
but  rather  to  remove  existing  market,  legal,  financial,  and  administrative 
barriers  to  improved  alternative  Delivery  systems,  and  then  see  if  they 
would  appeal  to  consumers  and  providers  and  grow  under  such  a  "fair  market 
test."    In  the  time  that  the  HMO  Act  has  been  in  effect  we  have  learned  that 
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some  improvements  are  needed  to  assure  that  fair  market  conditions  actually 
hold.     S.  1926  appears  to  be  an  essential*  realistic  and  significant  step 
to  assuring  that  HMOs  receive  a  fair  market  test. 

I  have  been  asked  to  speak  today  specifically  to  the  issue  of  community 
rating.    The  HMO  Act  presently  requires  HMOs  to  community  rate,  that  is,  the 
premium  for  all  persons  (or  families  of  similar  composition)  in  a  qualified 
HMO  is  required  to  be  the  same,  independent  of  their  individual  medical  risk 
factors  and  prior  cost  experience  or  the  risk  factors  and  experience  of  the 
subscriber  group  with  whom  they  are  enrolled.    I  would  like  to  start  with  a 
general  conclusion  about  community  rating,  make  four  points  in  support  of 
this  conclusion,  and  close  with  some  recommendations. 

My  general  conclusion  is  that,  setting  aside  the  arguments  for  and  against 
the  principle  of  community  rating  itself,  the  unilateral  imposition  of  strict 
community  rating  upon  HMOs  and  not  upon  other  prepaid  health  care  and  health 
insurance  plans  works  an  unfair,  uncompetitive  hardship  on  HMOs.  Therefore, 
it  seems  to  me  that  this  requirement  in  the  present  HMO  Act  should  be  amended, 
and  that  the  issue  of  community  rating  should  be  handled  in  a  larger  legis- 
lative context,  such  as  national  health  insurance,  involving  all  health  care 
and  health  insurance  plans. 

My  first  supporting  point  is  that,  in  general,  community- rated  plans  are  at 
a  competitive  disadvantage  with  respect  to  experience-rated  plans.    (By  ex- 
perience rating  is  meant   that  premium  rates  are  varied  according  to  the 
prior  cost  experience  of  the  subscriber  group  or  individual.)    An  experience- 
rated  plan  can  offer  a  lower  premium  to  groups  and  individuals  with  more 
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favorable  experience.    This  tends  to  leave  community- rated  plans  with  groups 
and  individuals  having  less  favorable  experience,  thus  making  the  community- 
rated  plan  even  less  competitive.*    For  example,  in  the  early  years  of  health 
insurance,  many  Blue  Cross  and  other  plans  used  the  community  rating  principle. 
The  rapid  advent  of  experience-rated  plans  in  the  1940's  forced  these  plans 
to  move  away  from  community  rating  in  order  to  compete,  so  that  now  very  few 
insurance  plans  use  community  rating.    On  the  other  hand,  HMOs  have  been 
sufficiently  efficient  that  even  with  community  rating  many  HMOs  have  been 
able  to  compete  favorably  with  experience-rated  plans  in  many  areas  of  the 
country.    However,  for  a  variety  of  historical  and  market  reasons,  many  HMOs 
also  now  depart  significantly  from  strict  community  rating.    To  unilaterally 
deny  HMOs  the  right  to  rate  flexibly  to  meet  the  demands  of  their  market 
would  appear  to  be  competitively  unfair  and  may  inhibit  HMO  growth  in  some 
areas  of  the  country. 

My  second  supporting  point  is  that  the  requirement  of  community  rating  can 
work  particular  hardship  on  new,  small  HMOs.    New  HMOs  scrambling  to  get 
into  the  market  cannot  exercise  great  discretion  over  which  subscriber  groups 
they  enroll  first.    In  some  cases,  their  first  few  subscriber  groups  have 
been  older  or  otherwise  higher  cost  groups.    The  requirement  of  strict  com- 
munity rating  then  prejudices  their  premium  upward,  and  their  competitive 
ability  to  enroll  further  groups  is  diminished.    If  the  objective  of  the  HMO 
Act  is  to  encourage  the  formation  of  new  HMOs,  the  community  rating  requirement 


*  If  HMOs  are  compelled  to  open  enroll— e.g.,  enroll  individuals  without  re- 
gard to  their  medical  risk--as  well  as  community- rate,  which  the  present 
HMO  Act  requires  them  to  do,  community  rating  becomes  even  more  competitively 
prejudicial. 
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can  inhibit  their  ability  to  get  an  initial  large  base  of  subscribers  from 
which  to  build. 

My  third  supporting  point  is  that  the  requirement  of  strict  community  rating 
works  a  hardship  on  many  established.  HMOs.    As  mentioned  earlier,  due  to  a 
variety  of  historical  and  market  factors,  many  established  HMOs  deviate  from 
strict  community  rating  in  a  variety  of  ways  for  at  least  some  of  their 
member  groups.    Different  rate  structures  are  used  for  different  member 
groups  often  at  the  insistence  of  the  member  group  itself,  reflecting  relation- 
ships which  go  back  many  years.    For  example,  while  few  HMOs  use  prior  experi- 
ence of  a  group  in  establishing  rates—the  most  efficient  HMO  record  systems 
often  preclude  the  ability  to  determine  group  experience '  separately— at  least 
one.  HMO  has  for  fifteen  years  had  a  large  member  group  which  is  experienced 
rated  at  the  group's  insistence.    In  many  HMOs,  some  member  groups  insist  on 
a  three-step  rate  structure  (separate  rates  for  singles,  couples  and  families), 
while  other  member  groups  desire  a  two-step  (single  and  families)  or  one- 
step  (all  subscribers  have  the  same  rate  independent  of  family  size)  rate 
structure,  so  that  individuals  and  families  of  similar  composition  in  these 
HMOs  do  not  all  pay  the  same  premium  even  though  no  prior  cost  experience 
is  taken  into  account.    Some  HMOs  take  general  demographic  factors—age,  sex, 
family  composition,  etc.— at  least  partially  into  account  in  establishing 
group  rates.    In  some  HMOs  market  pressures  have  prevented  the  HMO  from 
raising  group  rates  as  fast  with  some  groups  as  others.    In  one  HMO,  individual 
and  group  rates  differ  based  on  whether  the  enrollee  made  an  initial  member- 
ship payment.    There  are  perhaps  as  many  other  examples  as  there  are  HMOs. 
To  require  uniform  rate  structures  on  a  community  basis  will  be  disruptive 
of  these  long-standing  relationships  and  may  cause  loss  of  some* member  groups 
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to  these  HMOs.    At  the  very  least,  considerable  time  will  be  needed  for 
HMOs  to  negotiate  complying  rate  structures  with  their  member  groups. 

My  fourth  and  final  supporting  point  is  that  community  rating  seems  more 
properly  a  national  health  insurance  issue.    The  requirement  of  community 
rating  is  neither  peculiar  nor  essential  to  HMOs,  and  at  the  least  would 
appear  more  appropriately  handled  outside  the  context  of  the  HMO  Act.  It 
is  not  necessary  to  require  community  rating  for  HMOs  to  have  incentives  for 
efficient,  effective  performance.    Most  HMOs  community- rate  because  it  is 
administratively  more  efficient  to  do  so,  and  because  they  believe  in  com- 
munity rating  as  a  social  objective.    Thus  most  HMOs  will  community-rate  even 
in  the  absence  of  legislative    requirement,  except  where  the  market  compels 
them  to  do  otherwise.    The  social  objective  of  community  rating  is  to  assure 
that  the  financial  burden  of  illness  is  shared  more  equally  among  the  well 
and  the  sick,  and  that  persons  with  high  medical  risk  can  buy  coverage  at  an 
affordable  price.    Community  rating  is  one  means  to  this  larger  objective. 
But  this  objective  is  surely  a  question  of  national  scope.    And  the  best 
means  to  accomplish  this  objective,  whether  by  community  rating  or  some  other 
less  implicit  private  or  public  subsidy,  is  still  sharply  debated  by  experts. 
To  unilaterally  impose  this  social  objective  by  law  through  a  particular 
means— community  rating— on  an  infant  sector  of  the  health  care  system  which 
the  Congress  is  trying  to  encourage  seems  not  only  unfair  but  counter- 
productive. 

In  conclusion  I  would  like  to  raise  three  possibilities  for  dealing  with  the 
requirement  of  community  rating  in  the  HMO  Act: 
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e  First,  at  a  minimum,  InterStudy,  along  with  the  other  organizations 
of  the  so-called  consensus  group  represented  here  today,  supports 
the  Hastings-Rogers  amendment  to  postpone  the  requirement  for 
community  rating  five  years.    This  will  give  existing  HMOs  time  to 
come  into  compliance,  give  HEW  time  to  define  in  regulation  what 
variations  in  existing  rate  structures  meet  the  present  law,  and 
permit  Congress  to  assess  the  situation  after  five  years  to  see  if 
any  further  adjustments  in  the  law  seem  warranted. 

•  Second,  and  here  I  speak  only  for  InterStudy  and  not  other  members 
of  the  consensus  group,  community  rating  might  not  only  be  postponed 
but  broadened  in  definition  so  that  HMOs  might  more  flexibly  deal 
with  market  situations  and  with  their  existing  rate  structures. 
Such  a  broadened  definition  might,  for  example,  exclude  the  use  of 
prior  cost  experience  but  include  some  allowance  for  demographic 
risk  factors  and  other  variations  in  establishing  rates.    However,  it 
is  probably  impossible  to  write  even  a  broadened  definition  which 
does  not  work  some  competitive  hardship  on  at  least  some  new  or 
existing  HMOs. 

©  Finally,  and  this  is  InterStudy's  best  judgment,  the  requirement  for 
community  rating  could  be  deleted  from  the  HMO  Act,  and  the  issue  of 
how  best  to  financially  protect  people  with  high  medical  risk,  whether 
by  community  rating  or  some  other  means,  could  be  addressed  in  a 
larger  context,  such  as  national  health  insurance  or  other  broad 
legislation  affecting  all  health  care  and  health  insurance  plans. 
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Senator  Kennedy.  Well,  I  think  it  will  be  very  worthwhile  for  us 
to  find  out  from  each  of  the  groups,  not  right  now,  what  they  mean  by 
community  rating. 

Everybody  is  waiting  until  we  get  some  kind  of  health  insurance  to 
resolve  all  these  particular  problems.  What  we  are  trying  to  establish 
here  is  at  least  some  policy  issues.  We  have  tried  to  build  in  some  de- 
gree of  flexibility,  but  also  try  to  develop  a  competitive  system  for  the 
delivering  of  health  care. 

I,  for  one,  am  extremely  reluctant  to  throw  in  the  towel  on  that  im- 
portant kind  of  experiment.  I  am  informed  at  the  present  time  that 
HEW  can  hardly  handle  applications  of  HMO's  that  they  now  have. 

If  they  abolish  this,  they  will  get  flooded  with  a  whole  number  of  ad- 
ditional requests. 

I  would  like  to  ask  if  each  of  you,  not  now,  but  in  supplementing 
your  statements,  if  you  would  get  together  on  how  you  exactly  define 
community  rating.  If  you  could  do  that  for  us,  we  would  appreciate  it. 
It  is  subject  to  a  wide  variety  of  different  interpretations.  Would  you 
do  that  for  us  ? 

Mr.  McClure.  We  will  try  to  do  that,  Senator.  I  think  you  will 
find  the  definition  of  community  rating  will  vary  for  each  plan ;  that 
is,  the  rating  system  of  each  plan  will  differ  whether  or  not  they  call 
themselves  community  rated. 

We  will  try  to  get  that  information  to  you. 

Our  next  point,  if  it  is  agreeable  to  everyone,  is  the  issue  of  loan 
guarantees  to  for-profit  HMO  sponsors.  This  will  be  addressed  by  Mr. 
Richard  Hoffman. 

Mr.  Hoffman.  I  am  Richard  Hoffman,  vice  president  and  actuary, 
the  Equitable  Life  Assurance  Society  of  the  United  States. 

I  am  here  today  on  behalf  of  the  Health  Insurance  Association  of 
America.  The  HI  A  A  consists  of  325  insurance  companies  which  are 
responsible  for  about  85  percent  of  all  health  insurance  written  by  in- 
surance companies  in  the  United  States  today. 

Our  industry  has  been  involved  in  and  has  supported  the  HMO 
movement  from  its  inception.  Presently,  over  50  of  our  companies  have 
relationships  in  one  way  or  another  with  more  than  TO  HMO  projects, 
and  23  of  these  are  operational. 

While  my  responsibility  this  morning,  as  a  member  of  the  consensus 
group,  is  to  address  myself  to  guarantees  of  loans  made  by  non-Federal 
lenders,  I  want  to  emphasize  that  the  Health  Insurance  Association 
strongly  endorses  the  entire  package  of  provisions  of  S.  1926. 

Additional  statements  of  our  support  are  expressed  in  letters  I  have 
from  senior  executive  officers  from  Equitable,  Metropolitan,  Connec- 
ticut General,  and  Prudential  Insurance  Cos. 

I  would  appreciate  your  having  these  letters  inserted  into  the  record 
at  this  point. 

[The  letters  referred  to  follow :] 
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THE  EQUITABLE  LIFE  ASSURANCE  SOCIETY 
OF  THE  UNITED  STATES 
New  York,  New  York 

December  1Z,  1975 

Honorable  Edward  M.  Kennedy,  Chairman. 

Subcommittee  on  HeaLth 

Committee  on  Labor  and  Public  Welfare 

U.  S.  Senate 

Washington,  D.  C. 

Dear  Senator  Kennedy: 

I  would  like  to  add  my  support   and  that  of  the  Equitable  Life 
Assurance  Society  of  the  United  States  to  S.   1926,  the  Health  Maintenance 
Organization  Amendments  of  1975. 

While  there  was  rapid  growth  of  HMOs  in  anticipation  of  the 
Health  Maintenance  Organizations  Act  of  1973,  P.L.  93-222,  and  there 
has  been  considerable  interest  since  then,  the  Act  has  not  stimulated 
the  further  growth  of  HMOs  and  it  can  be  said  has  not  resulted  in  a  "fair 
market  test"  of  the  HMO  concept.     This  can  be  attributed  in  large 
measure  to  provisions  of  P.L.  93-222,  which  S.  1926  w6uld  correct. 

The  Equitable  ha:;  been  actively  involved  in  HMO  developmental 
activities  for  the  last  five  years.     Our  recent  experiences  reinforce  our 
belief  that  some  changes  in  P.  L.  93-222  are  urgently  needed,  if  the 
marketing  of  HMO  benefits  is  to  be  enhanced.    Many  employers  indi- 
cate they  wilL  not  offer  the  HMO  option  to  their  employees  until  the 
regulations  for  P.L.   93-222  are  final  and  some  of  its  ambiguity  is 
clarified.     Therefore,  the  need  for  this  legislation  is  urgent. 

If  HMOs  are  to  have  an  important  influence  on  the  nation's  health 
care  delivery  system,  then  they  cannot  be  saddled  with  requirements 
that  place  them  at  a  competitive  disadvantage.     For  example,  the 
mandated  benefit  provisions  of  P.  L.  93-222  place  HMOs  in  a  dis- 
advantageous position  vis-a-vis  existing  health  insurance  plans. 

I  hope  that  the  spirit  which  gave  birth  to  the  "consensus" 
amendments  will  lead  to  its  early  passage. 

Sincere  ly, 
M.  D.  Miller 

Vice  Chairman  of  the  Board 
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THE  PRUDENTIAL  INSURANCE  COMPANY  OF  AMERICA 
Newark,   New  Jersey 

December  12,  1975 


Honorable  Edward  M.  Kennedy,  Chairman 
Subcommittee  on  Health 

Committee  on  Labor  and  PubLic  Welfare 
U.  S.  Senate 
Washington,   D.  C. 

Dear  Mr.  Chairman: 

The  Prudential  Insurance  Company  of  America  endorses  S.  1926, 
the  amendments  to  the  Health  Maintenance  Organization  Act  of  1973. 

The  Health  Maintenance  Organization  Act  of  1973  intended  to  pro- 
vide Federal  assistance  and  encouragement  to  establish  and  expand  health 
maintenance  organizations.    It  also  implied  that  the  private  sector  should 
be  encouraged  to  sponsor  and  develop  more  HMOs.    WhiLe  there  is  evi- 
dence that  some  development  has  occurred,  there  has  not  been  the  growth 
originally  sought  by  the  Congress  and  those  institutions  and  persons  in- 
volved in  the  health  care  delivery  field. 

To  survive,  an  HMO  must  compete  successfully  in  the  market- 
place with  other  forms  of  health  insurance  and  service  benefit  plans.  ' 
Flexibility  must  be  offered  to  design  pLans  of  services  and  approaches 
to  pricing  and  marketing  that  permit  the  HMO  to  meet  its  competition. 
Rigidities  in  the  Act  impair  that  freedom. 

The  amendments  will  permit  HMOs  to  market  competitively, 
but  they  still  encourage  the  offering  of  a  comprehensive  spectrum  of 
services  to  HMO  plan  members. 

The  private  sector  has  been  reluctant  to  move  into  HMO  develop- 
ment for  a  number  of  reasons  including  its  concern  over  requirements 
of  the  Act  that  make  it  difficult  to  enroll  sufficient  numbers  of  members 
for  HMOs  to  become  successful  business  entities.    These  amendments 
will  lower  market  barriers  that  discourage  entry  and  experimentation 
on  the  part  of  carriers,  hospital  and  physician  groups. 

It  is  also  desirable  to  extend  the  funding  under  the  Act.  Nearly 
two  years  of  prime  development  and  expansion  time  have  been  lost 
while  the  necessary  regulations  have  been  developed. 

We  urge  enactment  of  the  bill. 

Sincerely, 


Fredrick  E.  Rathgeber 
Executive  Vice  President 
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CONNECTICUT  GENERAL  LIFE  INSURANCE  COMPANY 
Hartford,  Connecticut 

December  12,  1975 

Honorable  Edward  M.  Kennedy,  Chairman 
Subcommittee  on  Health 

Committee  on  Labor  and  Public  Welfare 
U.  S.  Senate 
Washington,  D.  C. 

Dear  Mr.  Chairman: 

I  am  pleased  to  write  to  express  Connecticut  General  Life  Insurance 
Company's  strong  support  for  the  amendments  to  the  Health  Maintenance 
Organization  Act  of  1973,  S.  1926. 

Connecticut  General's  interest  in,  and  practical  support  for,  the 
concept  of  prepaid  health  care  delivery  are  both  long-standing  and  well- 
known,  this  Company  having  been  among  the  very  first  insurance  companies 
to  directly  sponsor  a  health  maintenance  organization.    We  continue  to  be- 
lieve that  private  industry  is  well-equipped  by  tradition  and  experience  to 
play  a  significant  role  in  the  development  of  a  viable  nationwide  system  of 
health  maintenance  organizations  providing  a  genuine  alternative  to,  and 
complementing,  the  present  system  of  health  care  delivery. 

It  is  in  this  spirit  that  we  welcome  the  recognition  given  in  the  Act 
to  private  sector  participation  in  the  prepaid  health  care  delivery  experi- 
ment.   It  is  also  for  this  reason  that  we  support  any  move  that  seeks  to 
remove  those  technical  and  substantive  obstacles  to  such  participation 
which  many  of  us  believe  have  been  created,  perhaps  inadvertently,  by 
the  Act.    We  see  the  amendments  to  the  Act  as 
an  essential  step  towards  removing  such  obstacles  and  accordingly 
we  are  glad  to  endorse  them. 

Sincerely, 

Robert  D.  Kilpatrick 
Senior  Vice  President 
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METROPOLITAN  LIFE 
New  York,  New  York 

December  12,  1975 


Honorable  Edward  M.  Kennedy,  Chairman 

Subcommittee  on  Health 

Committee  on  Labor  and  Public W e Ifa re 

U.  S.  Senate 

Washington,   D.  C. 

Dear  Senator  Kennedy: 

The  Metropolitan  Life  Insurance  Company  wishes  to  express  its 
full  support  for  the  enactment  of  the  Health  Maintenance  Organization 
Amendments  of  1975. 

The  purpose  of  the  HMO  Law  of  1973,  to  foster  the  development 
of  Health  Maintenance  Organizations  as  a  viable  alternative  to  the 
present  system  of  health  care  delivery  in  the  United  States,  has  been 
actively  supported  by  Metropolitan.  The  lack  of  progress  in  the  past 
24months  has  indicated  that  changes  in  the  HMO  law  are  essential  in 
order  to  achieve  the  desired  results.  The  HMO  Amendments  of  1975 
are  improvements  which  should  allow  a  more  competitive  atmosphere 
in  which  a  qualified  HMO  might  receive  a  "fair  market  test." 

Metropolitan  is  keenly  aware  of  the  initial  development  prob- 
lems associated  with  high  start-up  costs  and  the  traditionally  slow 
enrollment  growth  of  most  new  HMOs.    These  problems  have  been 
compounded  by  the  requirements  of  the  present  law  for  basic  services, 
community  rating,  and  the  annual  open  enrollment  for  individual 
membership.    Relief  in  these  areas,  as  well  as  more  flexibility  with  , 
respect  to  supplemental  health  services,  will  allow  qualified  HMOs 
to  market  a  more  competitively  priced  health  benefit  package. 
Additionally,  the  present  requirement  that  medical  groups  have  as 
their  principal  professional  activity  the  provision  of  health  services 
to  members  of  HMOs  is  unrealistic. 

The         proposed  amendments         offer  significant  relief  in 
these  areas  where  the  legislation  has  created  barriers.  Metropolitan 
has  been  disappointed  that  the  1973  HMO  Law  has  done  more  to 
frustrate  HMO  development  than  to  encourage  their  growth.  We 
believe  that  swift  enactment  of  these  amendments  will  help  to  reverse 
what  has  occurred. 

Sincere  ly , 


W.  S.  Thomas 
Executive  Vice  President 
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,  Mr.  Hoffman.  The  HIAA  believes  that  enactment  of  S.  1926  will 
xurnish  the  stimulus  necessary  for  the  growth  of  HMO's  and  will 
give  them  a  fair  chance  to  compete  effectively  within  the  health  care 
(delivery  system.  The  ultimate  beneficiary  will  be  the  consumer,  who 
'will  thus  be  given  the  opportunity  to  choose  an  alternative  health  de- 
livery system  which  will  improve  access,  enhance  quality,  and  help 
reduce  the  cost  of  health  care. 

Mr.  Chairman,  as  you  know,  Federal  financial  assistance  under 
Public  Law  93-222  is  provided  in  various  forms,  through  grants,  con- 
tracts, Federal  loans,  and  guarantees  of  loans  made  by  non-Federal 
lenders.  The  intent  of  the  law  seems  clear:  both  Federal  and  non- 
governmental funds  were  to  be  the  source  of  financing  the  develop- 
ment of  qualified  HMO's. 

However,  to  date,  only  Federal  funds  have  been  used.  In  fact,  out 
of  about  400  applications  for  financial  assistance  received  by  the  De- 
partment of  HEW  to  date,  only  two  have  involved  a  guarantee  of 
non-Federal  funds. 

We  believe  that  this  is  the  result  of  several  deficiencies  in  the  law 
as  enacted — deficiencies,  Mr.  Chairman,  which  your  subcommittee 
avoided  in  its  original  proposal.  Regrettably,  your  approach  did  not 
prevail,  although  there  was  considerable  support  for  it. 

The  purpose  of  the  proposed  amendments  to  sections  1304  and  1305 
is  to  restore  the  subcommittee's  original  approach  and  to  correct  these 
deficiencies.  Specifically,  the  amendments  would  remove  several  re- 
strictions to  HMO's  seeking  Federal  guarantees  of  loans  made  by  non- 
Federal  lenders  for  planning,  initial  development,  and  initial 
operation  costs. 

This  would  be  accomplished  by  eliminating  the  requirements  that 
an  HMO:  (1)  Be  a  private — other  than  nonprofit — entity;  and  (2) 
serve  a  medically  underserved  population. 

S.  1926  does  provide  that  in  considering  applications  for  loan  guar- 
antees, the  Secretary  shall  give  special  consideration  to  HMO's  which 
will  serve  medically  underserved  populations,  and  we  support  that 
proviso,  of  course. 

These  same  amendments  were  considered  by  the  House  Subcommit- 
tee on  Public  Health  and  Environment,  but  were  altered,  and  thus 
the  deficiencies  remain  substantially  uncorrected  in  the  recently  passed 
H.R.  9019. 

Our  consensus  group  firmly  believes  that  the  amendments  to  1304 
and  1305  proposed  in  S.  1926  will  better  serve  the  original  intent  of 
the  law  by  encouraging  the  infusion  of  nongovernmental  funds  into 
the  HMO  movement.  This  is  particularly  important  during  this  time 
when  scarce  Federal  funds  are  vitally  needed  for  other  purposes, 
Thank  you. 

[The  prepared  statement  of  the  Health  Insurance  Association  of 
America,  as  presented  by  Mr.  Hoffman,  follows :] 
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STATEMENT  BEFORE  THE 
SUBCOMMITTEE  ON  HEALTH 
OF  THE 

SENATE  LABOR  AND  PUBLIC  WELFARE  COMMITTEE 
ON 

s.  1926 


RICHARD  H.  HOFFMAN 
VICE  PRESIDENT  AND  ACTUARY 
THE  EQUITABLE  LIFE  ASSURANCE  SOCIETY  OF  THE  UNITED  STATES 
ON  BEHALF  OF 
THE  HEALTH  INSURANCE  ASSOCIATION  OF  AMERICA 


DECEMBER  12,  1975 
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Thank  you,  Mr.  Chairman.     I  am  Richard  H.  Hoffman,  Vice  President 
and  Actuary,  The  Equitable  Life  Assurance  Society  of  the  United  States. 
I  am  here  today  on  behalf  of  the  Health  Insurance  Association  of  America. 
The  HIAA  consists  of  325  insurance  companies  which  are  responsible  for 
about  85%  of  all  health  insurance  written  by  insurance  companies  in  the 
United  States  today. 

Our  industry  has  been  involved  in  and  has  supported  the  HMO  movement 
from  its  inception.    Presently  over  50  of  our  companies  have  relationships 
in  one  way  or  another  with  more  than  70  HMO  projects,  and  23  of  these  are 
operational. 

While  my  responsibility  this  morning,  as  a  member  of  the  "Consensus 
Group,"  is  to  address  myself  to  guarantees  of  loans  made  by  non-federal 
lenders,  I  want  to  emphasize  that  the  Health  Insurance  Association 
strongly  endorses  the  entire  package  of  provisions  of  S.  1926. 

The  HIAA  believes  that  enactment  of  S.  1926  will  furnish  the 
stimulus  necessary  for  the  growth  of  HMOs  and  will  give  them  a  fair 
chance  to  compete  effectively  within  the  health  care  delivery  system. 
The  ultimate  beneficiary  will  be  the  consumer,  who  will  thus  be  given 
the  opportunity  to  choose  an  alternative  health  delivery  system  which 
will  improve  access,  enhance  quality,  and  help  reduce  the  cost  of 
health  care. 

Mr.  Chairman,  as  you  know,    federal  financial  assistance  under 
Public  Law  93-222  is  provided  in  various  forms,  through  grants,  contracts, 
federal  loans  and  guarantees  of  loans  made  by  non-federal  lenders.  The 
intent  of  the  law  seems  clear:    Both  federal  and  non-governmental  funds 
were  to  be  the  source  of  financing  the  development  of  qualified  HMOs. 
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However,  to  date,  only  federal  funds  have  been  used.     In  fact,  out  of 
about  hOO  applications  for  financial  assistance  received  by  the  Department 
of  HEW    to  date,  only  two  have  involved  a  guarantee  of  non-federal  funds . 

We  believe  that  this  is  the  result  of  several  deficiencies  in  the 
law  as  enacted,  deficiencies,  Mr.  Chairman,  which  your  Subcommittee  avoided 
in  its  original  proposal.    Regretably,  your  approach  did  not  prevail, 
although  there  was  considerable  support  for  it. 

The  purpose  of  the  proposed  amendments  to  sections  130k  and  1305 
is  to  restore  the  Subcommittee's  original  approach  and  to  correct 
these  deficiencies.    Specifically,  the  amendments  would  remove  several 
restrictions  to  HMOs  seeking  federal  guarantees  of  loans  made  by  non-federal 
lenders  for  planning,  initial  development,  and  initial  operation  costs. 
This  would  be  accomplished  by  eliminating  the  requirements  that  an  HMO: 
l)  be  a  private  (other  than  non-profit)  entity;  and  2)  serve  a  medically 
under-served  population.    S.  1926  does  provide  that  in  considering 
applications  for  loan  guarantees,  the  Secretary  shall  give  special 
consideration  to  HMOs  which  will  serve  medically  under-served  populations, 
and  we  support  that  proviso,  of  course. 

These  same  amendments  were  considered  by  the  House  Subcommittee  on 
Public  Health  and  Environment,  but  were  altered  and  thus  the  deficiencies 
remain  substantially  uncorrected  in  the  recently  passed  H.R.  9019*  Our 
"Consensus  Group"  firmly  believes  that  the  amendments  to  130^  and  1305 
proposed  in  S.  1926  will  better  serve  the  original  intent  of  the  Law 
by  encouraging  the  infusion  of  non-governmental  funds  into  the  HMO  movement. 
This  is  particularly  important  during  this  time  when  scarce  federal  funds 
are  vitally  needed  for  other  purposes. 
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Senator  Kennedy.  Are  you  saying  that  we  should  limit  open  en- 
rollment or  provide  some  kind  of  underwriting  or  subsidy  for  HMO's  ? 

Mr.  Hoffman.  No.  This  has  to  do  with  the  guarantee  of  funds, 
private  funds,  for  those  HMO's  which  are  not  in  underserved  areas. 
It  does  not  address  the  issue  of  open  enrollment. 

Senator  Kennedy.  All  right.  Would  we  have  much  of  a  problem 
on  the  issue  of  open  enrollment  if  we  require  all  the  insurance  com- 
panies to  have  an  open  enrollment  policy,  too,  and  therefore  eliminate 
competitive  disadvantage  that  the  HMO's  have  ? 

Mr.  Hoffman.  I  would  answer  in  this  way,  that  if  insurance  com- 
panies did  have  open  enrollment  mechanisms,  that  would  solve  the 
problems  of  the  HMO's. 

Senator  Kennedy.  We  can  go  either  way  and  meet  the  competitive 
problem,  can  we  not  ? 

Mr.  Hoffman.  In  theory,  yes.  In  practice,  we  firmly  believe  that 
any  such  approach  on  a  Federal  level  ought  to  be  through  the  national 
health  insurance  route  as  part  of  the  total  program. 

Senator  Kennedy.  Do  you  have  a  position  on  health  insurance  ?  You 
all  talk  about  it  as  being  a  catchall  for  these  various  problems.  You 
are  all  rather  specific  in  what  you  want  us  to  do  to  change  this  act 
until  we  get  health  insurance. 

Have  you  gotten  together  on  health  insurance  proposals  ? 

Mr.  McClure.  Our  point  is  that  we  do  not  want  unilateral  imposi- 
tion of  solutions  of  these  problems  on  one  small  group  of  organizations 
and  consumers.  That  is  all. 

We  have  truly  a  cost  program.  Incidentally,  concerning  your  ques- 
tion, there  is  always  the  tendency  of  the  high  risk  consumer  to  choose 
the  more  comprehensive  package  available  to  him. 

Insofar  as  HMO's  have  a  comprehensive  package,  they  would  tend 
to  get  higher  risks  and  apparently  do. 

Senator  Kennedy.  You  can  understand  our  point  of  view  as  to 
why  we  should  be  allocating  funds  as  well.  I  believe  that  it  is  time  we 
start  trying  to  provide  some  health  care  to  people. 

What  we  are  attempting  to  do  is  to  make  sure  the  legislation  we 
fashion  or  develop  is  going  to  be  available  to  people  who  need  it. 

We  have  tried  to  put  into  the  legislation  the  kind  of  waivers  so 
that  it  would  not,  if  the  provisions  are  complied  with,  completely 
hamstring  the  possibilities  for  the  development  of  alternative  delivery 
service. 

Mr.  Hoffman.  I  might  point  out,  Senator,  that  States  are  presently 
very  active  in  the  area  of  relevant  legislation,  to  encourage  open  en- 
rollments on  the  part  of  health  insurance  companies  as  well  as  HMO's. 
In  fact,  several  States  have  already  passed  such  legislation.  It  is  being 
considered  by  the  National  Association  of  Insurance  Commissioners 
as  well. 

Senator  Kennedy.  What  is  the  position  of  your  company  ? 

Mr.  Hoffman.  The  position  of  our  company  is  that  if  it  is  going  to 
be  done  on  a  national  basis,  it  should  be  part  of  a  total  national  health 
insurance  legislation. 

Mr.  Anderson.  I  think  it  should  be  recognized  from  the  economic 
viewpoint  that  open  enrollment  really  is  a  taxing  system.  "What  it 
does  is  it  taxes  the  groups  with  better  experience,  the  cost  of  whose 
care  is  less,  for  the  benefit  of  the  groups  whose  cost  is  greater. 
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As  within  the  other  taxing  system,  it  simply  is  a  question  of  how 
do  you  spread  that  tax.  Is  the  way  in  which  you  do  it  fair  ? 

If  you  were  to  mandate  that  all  insurance  companies  have  to  have 
open  enrollment,  what  it  means  is  the  employer  and  union  groups  will 
simply  subsidize  the  cost  of  those  groups  with  less  favorable  experi- 
ence. That  is,  I  suppose,  one  way  to  approach  it. 

I  think  it  would  be  a  big  surprise  politically,  among  other  things, 
to  the  groups  that  now  have  established  insurance  relationships  that 
find  that  that  is  the  mechanism  through  which  the  problem  of  the 
higher  risk  people  is  dealt  with. 

Mr.  Pyle.  I  think  the  problem  that  we  face  is  that  we  all  believe 
that  HMO's  are  extremely  useful  in  and  of  themselves  as  an  answer 
to  part  of  the  problem  of  health  care  delivery  in  the  United  States. 
Specifically,  the  problem  of  controlling  costs  and  the  problem  of  im- 
proving access,  and  I  think  many  of  us  feel  that  there  is  sufficient 
difficulty  in  getting  one  of  these  started,  and  even  in  keeping  it  going, 
in  building  it,  that  it  is  very  difficult  to  burden  this  small  part  of  the 
industry  with  picking  up  this  health  care  cost. 

We  do  not  really  know  how  big  it  might  be  because  we  are  talking 
about  5  percent  of  the  market,  and  you  have  got  95  percent  of  the 
market  out  there  being  denied  applications — we  have  phone  calls 
coming  in  all  the  time,  coming  into  our  market  office,  people  who  get 
refused  by  the  whole  insurance  industry,  want  to  come  into  HMO. 

If  we  have  to  take  rejects  of  95  percent  of  the  marketplace  and 
spread  that  35  percent  of  extra  cost  over  our  relatively  small  member- 
ship— 54,000  out  of  3  million  in  Greater  Boston — it  just  becomes  ex- 
tremely burdensome. 

While  we  would  like  to  see  that  problem  corrected,  and  I  think 
many  of  these  organizations,  as  I  look  at  their  policies,  are  much 
broader  in  what  they  are  doing  and  much  more  liberal  in  terms  of, 
for  instance,  allowing  group  conversions — in  the  Harvard  plan,  if 
someone  leaves  their  job,  and  is  in  terrible  health,  they  can  go  right 
into  our  nongroup  plan,  and  they  cannot  do  that  in  Blue  Cross.  They 
go  into  the  lowest  level  of  nongroup  coverage  by  Blue  Cross. 

I  think  you  find  this  throughout  the  prepaid  group  practice  move- 
ment, we  do  a  higher  level  job  of  providing  access  to  people  who 
are  sick.  We  cannot  go  quite  as  far  as  you  would  suggest. 

Mr.  McClure.  Senator,  our  next  issue  is  the  dual  choice  provision. 
This  will  be  addressed  by  Mr.  Michael  Henry,  senior  director,  alterna- 
tive delivery  systems,  of  the  Blue  Cross  Association. 

Mr.  Henry.  I  am  Michael  E.  Henry,  senior  director  of  alternative 
delivery  systems  for  the  Blue  Cross  Association,  which  is  the  national 
organization  representing  the  country's  70  Blue  Cross  plans. 

We  are  pleased  to  join  the  other  organizations  represented  on  this 
panel  in  support  of  S.  1926,  the  Health  Maintenance  Organization 
Amendments  of  1975.  We  have  been  gratified  that  the  House,  in  its 
consideration  of  H.R.  9019,  has  voted  overwhelming  support  of  the 
HMO  amendments,  and  we  fully  appreciate  this  subcommittee's  inter- 
est in  necessary  and  beneficial  modifications  of  the  HMO  Act  of  1973. 

We  support  the  HMO  amendments  with  the  conviction  that  their 
passage  by  the  Senate  will  produce  an  even  more  effective  law  and, 
consequently,  more  effective  health  care  alternatives  from  which  to- 
day's cost  and  quality  minded  consumers  can  select. 
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Also,  I  bring  with  me  today  a  letter  from  the  Blue  Cross  Associa- 
tion expressing  support  of  the  Blue  Cross  organization  for  S.  1926. 

In  appearing  today,  I  speak  from  the  perspective  and  experience 
of  the  Blue  Cross  organization's  involvement  in  alternative  delivery 
systems  and  HMO's.  This  commitment  dates  back  to  the  late  1960s — 
and  earlier  for  some  plans — and  has  resulted  in  the  sponsorship  or  co- 
development  of  more  than  100  new  and  currently  operating  HMO's. 

One-third  of  all  Blue  Cross  plans  are  involved  in  varying  capacities 
with  these  HMO's  nationwide,  serving  nearly  500,000  subscribers. 

Of  the  170  operational  HMO  organizations  listed  by  the  Depart- 
ment of  Health,  Education,  and  Welfare  in  its  May  1975  HMO  pro- 
gram status  report,  one-third  have  been  cosponsored  by,  or  operated 
with  the  involvement  of  their  local  Blue  Cross  plan.  Our  investment 
in  fostering  the  development  of  HMO's  has  been  significant — approxi- 
mately $38  million  so  far. 

It  is.  therefore,  with  a  real  interest  in  fostering  the  growth  of  suc- 
cessful HMO's  that  I  testify  in  behalf  of  S.  1926.  The  dollars  and 
expertise  devoted  by  the  Blue  Cross  organization  to  providing  alterna- 
tive delivery  systems  to  consumers  have  helped  produce  many  effective 
HMO  programs.  With  the  passage  of  the  HMO  amendments  and  the 
enhancements  they  would  bring,  we  would  look  forward  to  our  con- 
tinued involvement  in  helping  to  make  the  HMO  movement  a  con- 
tinuing success. 

The  Blue  Cross  organization  supports  S.  1926  in  its  entirety.  The 
experience  of  our  plans  leads  to  their  conviction  that  only  through 
repeal  of  the  HMO  Act's  mandatory  open  enrollment  and  community 
rating  provisions  can  we  assure  that  developing  HMO's  will  not  be 
prevented,  by  artificial  market  conditions,  from  becoming  financially 
strong. 

Similarly,  we  are  convinced  that  by  not  requiring  physicians  to 
devote  at  least  51  percent  of  their  time  to  a  group  practice  HMO,  we 
will  see  more  rapid  and  economical  development  of  HMO  programs. 
We  feel  this  is  particularly  justified,  given  the  substantial  cost  of  new 
HMO  development  and  the  difficulty  inherent  in  creating  new  physi- 
cian resources. 

The  majority  of  Blue  Cross  Plan  involved  HMO's  have  utilized  this 
approach  of  capitalizing  on  existing  physician  resources  and  have 
found  the  gradual  phasing  of  these  patterns  into  a  prepaid  system  to 
be  both  effective  and  economical. 

As  the  main  focus  of  my  testimony,  my  particular  assignment  as  a 
participant  of  this  panel  is  to  outline  the  basis  for  our  support  of  sec- 
tion 10(1)  of  S.  1926,  which  would  amend  section  1310,  the  so-called 
dual  choice  section  of  the  HMO  Act,  to  mandate  an  HMO  option  for 
groups  of  employees  only  when  at  least  25  reside  in  the  service  area 
of  a  given  qualified  HMO. 

Section  1310  of  the  HMO  Act  of  1973  has  the  present  effect  of  re- 
quiring that  any  employer  subject  to  the  dual  choice  provision  of  the 
act  must  offer  the  HMO  option  to  any  eligible  employee,  even  if  only 
one  resides  in  an  HMO  area. 

Large  corporations  with  substantial  payrolls  have  employees  living 
in  many  political  jurisdictions,  and  potentially  many  different  HMO 
service  areas.  A  large  New  York  City  based  corporation,  for  example, 
has  one  employee  who  resides  in  Philadelphia  and  commutes.  If  the 
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employee  elects  to  enroll,  present  section  1310  would  require  the  em- 
ployer to  set  up  the  machinery  to  maintain  records,  pay  premiums, 
and  service  the  account  of  this  one  employee  as  a  member  of  a  qualified 
HMO  in  Philadelphia. 

The  administrative  costs  of  such  an  operation  would  be  enormous, 
not  to  mention  the  personnel  and  data  processing  that  would  be 
required. 

The  HMO  likewise  would  have  the  administrative  burden  and  ex- 
pense of  handling  the  transaction  as  an  individual  enrollment  rather 
than  the  cost-effective  group  enrollment  that  the  act  contemplates. 

Raising  the  minimum  number  of  employees  in  an  HMO  service 
area  to  25  in  order  to  bring  the  mandated  option  into  effect,  as  pro- 
vided in  section  10(1)  of  S.  1926,  would  be  cost  effective  and  would 
greatly  improve  the  practical  potential  of  dual  choice  to  provide  the 
access  to  market  so  fundamental  to  HMO  development. 

I  thank  you,  Mr.  Chairman  and  members,  for  this  opportunity  to 
testify  in  support  of  S.  1926. 

Thank  you. 

[The  prepared  statement  of  the  Blue  Cross  Association,  as  pre- 
sented by  Mr.  Henry,  follows :] 
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Mr.  Chairman  and  members  of  the  subcommittee,  I  am  Michael  E.  Henry, 
Senior  Director  of  Alternative  Delivery  Systems  for  the  Blue  Cross  Association, 
which  is  the  national  organization  representing  the  country's  seventy  Blue 
Cross  Plans. 

We  are  pleased  to  join  the  other  organizations  represented  on  this  panel 
in  support  of  S.  1926,  the  Health  Maintenance  Organization  Amendments  of 
1975.   We  have  been  gratified  that  the  House,  in  its  consideration  of  H.R.9019, 
has  voted  overwhelming  support  of  the  HMO  Amendments,  and    we  fully 
appreciate  this  subcommittee's  interest  in  necessary  and  beneficial  modifications 
of  the  HMO  Act  of  1973.   We  support  the  HMO  Amendments  with  the  conviction 
that  their  passage  by  the  Senate  will  produce  an  even  more  effective  law  and, 
consequently,  more  effective  health  care  alternatives  from  which  today's  cost  and 
quality-minded  consumers  can  select. 

In  appearing  today,  I  speak  from  the  perspective  and  experience  of  the  Blue 
Cross  organization's  involvement  in  alternative  delivery  systems  and  HMOs. 
This  commitment  dates  back  to  the  late  1960's  (and  earlier  for  some  Plans)  and 
has  resulted  in  the  sponsorship  or  co-development  of  more  than  one  hundred  new 
and  currently  operating  HMOs.   One-third  of  all  Blue  Cross  Plans  are  involved 
in  varying  capacities  with  these  HMOs  nationwide,  serving  nearly  500,000  sub- 
scribers.  Of  the  170  operational  HMO  organizations  listed  by  the  Department  of 
Health,  Education  and  Welfare  in  its  May,  1975,  HMO  Program  Status  Report, 
one-third  have  been  co-sponsored  by,  or  operated  with  the  involvement  of  their 
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local  Blue  Cross  Plan.    Our  investment  in  fostering  the  development  of 
HMOs  has  been  significant  -  approximately  $38  million  so  far. 

It  is,  therefore,  with  a  real  interest  in  fostering  the  growth  of  successful 
HMOs  that  I  testify  in  behalf  of  S.  1926.    The  dollars  and  expertise  devoted 
by  the  Blue  Cross  organization  to  providing  alternative  delivery  systems  to 
consumers  have  helped  produce  many  effective  HMO  programs.   With  the 
passage  of  the  HMO  Amendments,  and  the  enhancements  they  would  bring,  we 
would  look  forward  to  our  continued  involvement  in  helping  to  make  the  HMO 
movement  a  continuing  success. 

The  Blue  Cross  organization  supports  S.  1926  in  its  entirety.  The 
experience  of  our  Plans  leads  to  their  conviction  that  only  through  repeal  of 
the  HMO  Act's  mandatory  open  enrollment  and  community  rating  provisions  can 
we  assure  that  developing  HMOs  will  not  be  prevented,  by  artificial  market 
conditions,  from  becoming  financially  strong.   Similarly,  we  are  convinced  that 
by  not  requiring  physicians  to  devote  at  least  51%  of  their  time  to  a  group 
practice  HMO,  we  will  see  more  rapid  and  economical  development  of  HMO 
programs.   We  feel  this  is  particularly  justified,  given  the  substantial  cost 
of  new  HMO  development  and  the  difficulty  inherent  in  creating  new  physician 
resources.   The  majority  of  Blue  Cross  Plan-involved  HMOs  have  utilized  this 
approach  of  capitalizing  on  existing  physician  resources  and  have  found  the 
gradual  phasing  of  these  patterns  into  a  prepaid  system  to  be  both  effective  and 
economical. 
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As  the  main  focus  of  my  testimony,  my  particular  assignment  as  a 
participant  of  this  panel  is  to  outline  the  basis  for  our  support  of  Section  10  (1) 
of  S.  1926,  which  would  amend  Section  1310,  the  so-called  dual  choice 
section  of  the  HMO  Act,  to  mandate  an  HMO  option  for  groups  of  employees 
only  when  at  least  25  reside  in  the  service  area  of  a  given  qualified  HMO. 

Section  1310  of  the  HMO  Act  of  1973  has  the  present  effect  of  requiring 
that  any  employer  subject  to  the  dual  choice  provision  of  the  Act  must  offer 
the  HMO  option  to  any  eligible  employee,  even  if  only  one  resides  in  an 
HMO  area. 

Large  corporations  with  substantial  payrolls  have  employees  living  in  many 
political  jurisdictions,  and  potentially  many  different  HMO  service  areas.  A 
large  New  York  City  based  corporation,  for  example,  has  one  employee  who 
resides  in  Philadelphia  and  commutes.   If  the  employee  elects  to  enroll, 
present  Section  1310  would  require  the  employer  to  set  up  the  machinery  to 
maintain  records,  pay  premiums  and  service  the  account  of  this  one  employee 
as  a  member  of  a  qualified  HMO  in  Philadelphia. 

The  administrative  costs  of  such  an  operation  would  be  enormous,  not  to 
mention  the  personnel  and  date  processing  that  would  be  required. 

The  HMO  likewise  would  have  the  administrative  burden  and  expense  of 
handling  the  transaction  as  an  individual  enrollment  rather  than  the  cost- 
effective  group  enrollment  that  the  Act  contemplates. 

Raising  the  minimum  number  of  employees  in  an  HMO  service  area  to  25  in 
order  to  bring  the  mandated  option  into  effect  as  provided  in  Section  S.  1926 
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would  be  cost-effective  and  would  greatly  improve  the  practical  potential  of 
dual  choice  to  provide  the  access  to  market  so  fundamental  to  HMO  development. 

I  thank  you  Mr.  Chairman  and  members  for  this  opportunity  to  testify  in 
support  of  S.  1926. 
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Mr.  McClure.  Our  last  issue  is  on  the  dequalification  process,  ad- 
dressed by  Mr.  James  Anderson,  counsel,  Connecticut  General  Life 
Insurance  Co. 

Mr.  Anderson.  Mr.  Chairman,  I  am  James  E.  Anderson,  counsel  of 
Connecticut  General  Life  Insurance  Co. 

I  am  accompanied  today  by  Theodore  Lutins,  of  the  Health  Insur- 
ance Association  of  America. 

First,  Mr.  Chairman,  let  me  say  that  we  appreciate  your  continued 
interest  in  and  efforts  on  behalf  of  the  HMO  movement.  We  are  look- 
ing forward  to  working  with  you  and  your  committee  in  our  mutual 
desire  to  advance  HMO  development. 

My  assignment,  as  part  of  the  consensus  group,  is  to  outline  section 
11  of  S.  1926,  which  would  amend  section  1312  of  the  act,  relating  to 
continuing  regulation  of  qualified  HMO's.  The  amendment  is  intended 
to  affect  those  HMO's  which  have  not  received  Federal  financial 
assistance. 

It  would  permit  the  Secretary  to  dequalify  such  HMO's  in  lieu  of 
authorizing  him  to  bring  suit  against  the  HMb  to  compel  its  continued 
compliance  with  the  organizational  and  operational  requirements  of 
the  act.  The  amendment  would  also  create  explicit  procedural  safe- 
guards relative  to  the  dequalification  process. 

This  change  has  great  practical  significance  for  an  HMO  contem- 
plating qualification  for  purposes  of  section  1310.  At  present,  there  is 
no  provision  for  dequalification  of  a  qualified  HMO,  regardless  of 
changes  in  the  HMO's  circumstances  affecting  its  ability  to  continue 
to  meet  the  act's  requirements  or  regardless  of  changes  of  interpreta- 
tion or  policy  in  the  administration  of  the  act. 

The  proposed  amendment  would  remedy  this  situation. 

Two  questions  might  be  raised  as  to  the  approach  taken  in  the  pro- 
posed amendment.  First,  why  not  simply  authorize  the  Secretary  to 
permit  the  dequalification  of  an  HMO  upon  such  conditions  as  he 
deems  advisable  ? 

Such  an  approach  would  leave  the  HMO  in  an  untenable  position 
in  several  respects. 

First,  the  act  itself  is  highly  complex.  Many  questions  exist  as  to 
its  interpretation.  An  HMO  cannot  determine  with  any  certainty  just 
what  regulatory  expectations  will  be  placed  upon  it. 

Second,  extreme  viewpoints  exist  in  some  quarters  as  to  the  social 
obligations  which  HMO's  should  fulfill,  the  manner  in  which  they 
should  operate  and  controls  to  which  they  should  be  subject,  irrespec- 
tive of  the  consequences  to  the  financial  viability  of  the  HMO.  It  is 
entirely  conceivable  that  stringent  policies  may  be  adopted  at  the 
administrative  level  in  the  future  which  the  HMO  could  not  reason- 
ably foresee. 

The  question  of  open  enrollment  waiver  is  certainly  one  of  those 
issues. 

Third,  every  HMO  is  in  a  somewhat  unique  situation.  Management 
decisions  it  makes  must  take  into  account  its  particular  relationship 
with  providers  and  its  resulting  fixed  costs,  current  membership  level 
and  growth  it  will  require  for  financial  viability,  marketing  potential 
within  its  service  area,  and  cost  levels  of  typical  employee  benefit  plans 
in  this  area,  among  other  things. 
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It  may  be  anticipated  that  some  policies  developed  under  the  Act, 
while  reasonable  in  relation  to  most  HMO's,  will  be  impractical  in 
relation  to  a  particular  HMO.  Thus,  it  is  impossible  to  create  any 
objective  standard  as  to  what  particular  conditions  would  justify 
dequalification  of  the  HMO. 

The  second  question  is  essentially  this,  would  not  the  proposed 
amendment  make  it  possible  for  an  HMO  to  qualify  under  section  1310 
with  no  intention  of  remaining  permanently  qualified — or  to  dequalify 
without  any  real  grounds  and  significantly  change  its  operations, 
thereby  damaging  its  members  ? 

First,  in  view  of  the  crucial  importance  to  the  HMO  of  gaining 
and  maintaining  an  adequate  membership  level,  it  is  unrealistic  to 
think  that  an  HMO  would  act  cavalierly  in  contemplating  possible 
dequalification. 

To  avoid  suffering  a  devastating  decrease  in  enrollment,  it  would  be 
required  to  explain  such  a  step  to  its  members  and  participating  em- 
ployers in  a  convincing  way  and  obtain  their  acquiescence.  It  would 
be  concerned  that  competing  plans  might  try  to  associate  its  dequalifi- 
cation with  decline  in  the  quality  of  its  product.  And,  of  course,  de- 
qualification  would  mean  that  other  qualified  HMO's  could  use  the 
dual  choice  mandate  to  invade  its  participating  employers,  thereby 
cutting  into  its  enrollment. 

Second,  this  concern  ignores  the  impact  of  dual  choice.  The  whole 
premise  of  the  dual  choice  mandate  under  the  act  is  that  employees 
should,  can,  and  will  intelligently  exercise  an  option  as  between  HMO 
membership  and  conventional  indemnity  benefits.  If  the  employer 
continues  to  offer  the  nonqualified  HMO,  the  employees  will  exercise 
an  effective  control. 

If  the  quality  of  the  HMO  declines,  they  will  simply  opt  back  to 
the  indemnity  plan.  To  deny  that  the  employees  are  capable  of  making 
a  sound  choice  in  this  regard  is  to  deny  the  whole  legislative  premise 
underlying  the  dual  choice  mandate. 

In  summary,  Mr.  Chairman,  given  all  the  inherent  complexities  and 
uncertainties,  the  HMO  which  has  not  received  Federal  financial  assist- 
ance should  not  be  required  to  make  an  irrevocable,  unconditional 
commitment  to  qualification. 

If  such  HMO  finds  that  it  cannot  feasibly  continue  to  meet  the  act's 
requirements,  and  if  it  is  willing  to  suffer  the  possible  stigma  of 
dequalification  and  give  up  its  status  under  section  1310,  it  should  be 
permitted  to  do  so. 

Thank  you. 

[The  prepared  statement  of  the  Connecticut  General  Life  Insurance 
Co.,  as  presented  by  Mr.  Anderson,  follows :] 


408 

STATEMENT  OF  THE 
HEALTH  INSURANCE  ASSOCIATION  OF  AMERICA 


ON 

HEALTH  MAINTENANCE  ORGANIZATION 
AMENDMENTS  OF  1975 
S.  1926 


PRESENTED  BY 
JAMES  E.  ANDERSON 
COUNSEL 

CONNECTICUT  GENERAL  LIFE  INSURANCE  COMPANY 


BEFORE  THE 
SUBCOMMITTEE  ON  HEALTH 
COMMITTEE  ON  LABOR  AND  PUBLIC  WELFARE 
UNITED  STATES  SENATE 

December  12,  1975 


409 

Mr.  Chairman,  I  am  James  E.  Anderson,  Counsel  of 
Connecticut  General  Life  Insurance  Company.    I  am  accompanied  today 
by  Theodore  Lutins  of  the  Health  Insurance  Association  of  America.  First, 
Mr.  Chairman,  let  me  say  that  we  appreciate  your  continued  interest  in 
efforts  on  behalf  of  the  HMO  movement.    We  are  looking  forward  to  working 
with  you  and  your  committee  in  our  mutual  desire  to  advance  HMO  develop- 
ment.   My  assignment  as  part  of  the  Consensus  Group  is  to  outline  Section 
11  of  S.  1926,  which  would  amend  Section  1312  of  the  Act,  relating  to 
continuing  regulation  of  qualified  HMOs.  The  amendment  is  intended  to 
affect  those  HMOs  which  have  not  received  federal  financial  assistance.  It 
would  permit  the  Secretary  to  dequalify  such  HMOs  in  lieu  of  authorizing 
him  to  bring  suit  against  the  HMO  to  compel  its  continued  compliance  with 
the  organizational  and  operational  requirements  of  the  Act.    The  amendment 
would  also  create  explicit  procedural  safeguards  relative  to  the  dequalification 
process. 

This  change  has  great  practical  significance  for  an  HMO 
contemplating  qualification  for  purposes  of  Section  1310.    At  present,  there 
is  no  provision  for  dequalification  of  a  qualified  HMO,  regardless  of  changes 
in  the  HMO's  circumstances  affecting  its  ability  to  continue  to  meet  the  Act's 
requirements  or  regardless  of  changes  of  interpretation  or  policy  in  the 
administration  of  the  Act.    The  proposed  amendment  would  remedy  this 
situation. 

Two  questions  might  be  raised  as  to  the  approach  taken  in  the 
proposed  amendment.    First,  why  not  simply  authorize  the  Secretary  to 
permit  the  dequalification  of  an  HMO  upon  such  conditions  as  he  deems 
advisable? 
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Such  an  approach  would  leave  the  HMO  in  an  untenable  position 
in  several  respects. 

First,  the  Act  itself  is  highly  complex.    Many  questions  exist 
an  to  its  interpretation.    An  HMO  cannot  determine  with  any  certainty 
just  what  regulatory  expectations  will  be  placed  upon  it. 

Second,  extreme  viewpoints  exist  in  some  quarters  as  to  the 
social  obligations  which  HMOs  should  fulfill,  the  manner  in  which  they 
should  operate  and  controls  to  which  they  should  be  subject,  irrespective 
of  the  consequences  to  the  financial  viability  of  the  HMO.    It  is  entirely 
conceivable  that  stringent  policies  may  be  adopted  at  the  administrative 
level  in  the  future  which  the  HMO  could  not  reasonably  foresee. 

Third,  every  HMO  is  in  a  somewhat  unique  situation.  Management 
decisions  it  makes  must  take  into  account  its  particular  relationship  with 
providers  and  its  resulting  fixed  costs,  current  membership  level  and 
growth  it  will  require  for  financial  viability,  marketing  potential  within  its 
service  area,  and  cost  levels  of  typical  employee  benefit  plans  in  this  area, 
among  other  things.    It  may  be  anticipated  that  some  policies  developed  under 
the  Act,  while  reasonable  in  relation  to  most  HMOs,  will  be  impractical  in 
relation  to  a  particular  HMO.    Thus,  it  is  impossible  to  create  any  objective 
standard  as  to  what  particular  conditions  would  justify  dequalification  of  the 
HMO. 

The  second  question  is  essentially  this:    Would  not  the  proposed 
amendment  make  it  possible  for  an  HMO  to  qualify  under  Section  1310  with 
no  intention  of  remaining  permanently  qualified  -  or  to  dequalify  without  any 
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real  grounds  and  significantly  change  its  operations,  thereby  damaging 
its  members? 

First,  in  view  of  the  crucial  importance  to  the  HMO  of  gaining 
and  maintaining  an  adequate  membership  level,  it  is  unrealistic  to  think 
that  an  HMO  would  act  cavalierly  in  contemplating  possible  dequalification. 
To  avoid  suffering  a  devastating  decrease  in  enrollment,  it  would  be  required 
to  explain  such  a  step  to  its  members  and  participating  employers  in  a 
convincing  way  and  obtain  their  acquiescence.    It  would  be  concerned  that 
competing  plans  might  try  to  associate  its  dequalification  with  decline  in 
the  quality  of  its  product.    And  of  course,  dequalification  would  mean  that 
other  qualified  HMOs  could  use  the  dual  choice  mandate  to  invade  its 
participating  employers,  thereby  cutting  into  its  enrollment. 

Second,  this  concern  ignores  the  impact  of  dual  choice.  The 
whole  premise  of  the  dual  choice  mandate  under  the  Act  is  that  employees 
should,  can  and  will  intelligently  exercise  an  option  as  between  HMO  mem- 
bership and  conventional  indemnity  benefits.    If  the  employer  continues  to 
offer  the  non-qualified  HMO,  the  employees  will  exercise  an  effective  control. 
If  the  quality  of  the  HMO  declines,  they  will  simply  opt  back  to  the  indemnity 
plan.    To  deny  that  the  employees  are  capable  of  making  a  sould  choice  in 
this  regard  is  to  deny  the  whole  legislative  premise  underlying  the  dual 
choice  mandate. 

In  summary,  Mr.  Chairman,  given  all  the  inherent  complexi- 
ties and  uncertainties,  the  HMO  which  has  not  received  federal  financial 
assistance  should  not  be  required  to  make  an  irrevocable,  unconditional 
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commitment  to  qualification.    If  such  HMO  finds  that  it  cannot  feasibly 
continue  to  meet  the  Act's  requirements,  and  if  it  is  willing  to  suffer  the 
possible  stigma  of  dequalification  and  give  up  its  status  under  Section  1310, 
it  should  be  permitted  to  do  so. 
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Senator  Nelson.  You  are  talking  about  an  HMO  that  has  received 
no  Federal  assistance  ? 
Mr.  Anderson.  Correct. 

Senator  Nelson.  By  that  you  are  talking  about  specific  financial  as- 
sistance for  the  creation  of  the  HMO,  not  financial  assistance  related 
to  insurance  plans  or  medicare,  or  medicaid  ? 

Mr.  Anderson.  No. 

Of  course,  the  act  contains  two  benefits.  One  is  specific  financial  as- 
sistance and  the  other  is  dual  choice. 

What  I  am  speaking  to  is  HMO  which  is  qualified  solely  with  re- 
spect to  dual  choice  and  has  not  received  assistance  under  the  act. 

Senator  Nelson.  All  right.  Thank  you. 

Mr.  McClure.  That  completes  our  testimony. 

Senator  Kennedy.  I  want  to  thank  you  very  much  for  your  panel's 
presentation.  Obviously,  a  great  deal  of  thought  has  gone  into  all  of 
these  issues. 

We  have  had  a  chance  on  occasion  to  meet  informally  to  review 
these  issues  and  we  want  to  give  you  the  assurances  that  we  will  get 
a  chance  to  evaluate  them  in  the  committee. 

We  appreciate  your  appearance  here  this  morning. 

Senator  Nelson.  I  do  not  recall  whether  you  were  here,  but  in  part 
of  our  discussion,  Mr.  Chairman,  I  raised  the  question  of  whether 
they  would  be  prepared  to  submit  for  the  record  the  comparative  costs 
for  comparable  service,  as  supplied  under  open  enrollment  in  the 
Marshfield  Clinic  versus  other  plans,  and  it  was  suggested  by  the  rep- 
resentative of  a  Kaiser-Permanente  that  they  discuss  this  with  staff  and 
work  it  out. 

Is  that  all  right? 

Senator  Kennedy.  Sure.  We  will  work  that  out.  Thank  you  very 
much. 

Our  next  witness  this  morning  is  Dr.  Ben  Lawton,  President  of  the 
Marshfield  Clinic  in  Marshfield,  Wis. 

Dr.  Lawton  is  a  member  of  the  American  Medical  Association,  the 
Wisconsin  Surgical  Society,  the  American  Thoracic  Society,  and  the 
Milwaukee  Academy  of  Surgery.  He  is  also  a  fellow  with  the  American 
College  of  Surgeons.  He  was  President  of  the  Wisconsin  Surgical  So- 
ciety from  1971  till  1972.  He  is  presently  chairman  of  the  Governor's 
Health  Policy  and  Program  Council. 

We  welcome  you  here  this  morning,  Dr.  Lawton,  and  are  anxious  to 
hear  your  testimony. 

Senator  Nelson.  Dr.  Ben  Lawton  is  an  old  friend  from  college  days. 
I  am  pleased  to  welcome  him  here  today. 

He  is  also  Clinical  Professor  of  Surgery  at  the  University  of  Wis- 
consin Medical  School. 

We  are  pleased  to  see  you  here.  He  is  accompanied  by  Mr.  Gregory 
Nycz,  director  of  information  systems,  Marshfield  Medical  Founda- 
tion. 
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STATEMENT  OF  BEN  R.  LAWTON,  M.D.,  PRESIDENT,  MARSHFIELD 
CLINIC,  MARSHFIELD,  WIS.,  ACCOMPANIED  BY  GREG  NYCZ,  DI- 
RECTOR, INFORMATION  SYSTEMS,  MARSHFIELD  MEDICAL  FOUN- 
DATION 

Dr.  Lawton.  I  am  pleased  to  be  here,  and  what  has  to  be  a  minority 
report,  since  almost  all  the  audience  left. 
Senator  Kennedy.  That  is  unfortunate. 

Dr.  Lawton.  I  was  fully  aware  when  I  prepared  my  testimony  that 
it  would  be  a  minority  report.  I  would  like  to  preface  what  I  say  by 
the  impression  of  what  has  gone  on  here  in  the  last  3  hours. 

I  had  a  total  misconception  of  health  maintenance  back  in  Wiscon- 
sin— I  guess  we  do  not  get  the  message. 

I  think  that  the  amendments  proposed  and  spoken  to  by  the  other 
participants  this  morning,  indeed,  will  maintain  health,  particularly 
the  health  of  the  insurance  companies,  the  physicians  and  other  pro- 
viders. I  do  not  think  they  will  have  much  to  do  with  the  health  of  the 
American  people. 

With  that  preface,  I  would  like  to  tell  you  a  little  about  our  experi- 
ence in  Marshfield  with  an  HMO  type  operation  for  the  last  5  years. 

I  wish  to  speak  to — I  said  three  items,  but  I  am  going  to  add  one.  I 
would  like  to  address  open  enrollment,  the  community  rating,  and  the 
unlimited  contractual  arrangements  with  the  providers,  and  I  would 
like  to  add  that  I  wish  to  speak  to  the  51-percent  rule  as  well. 

I  should  put  things  in  perspective  by  telling  you  a  little  bit  about 
the  atmosphere,  environment  of  the  Marshfield  medical  delivery  sys- 
tem, the  components  of  it,  the  Marshfield  Clinic,  St.  Joseph's  Hospital, 
and  then  deal  briefly  with  our  plan,  our  experience  with  open  enroll- 
ment and  community  rating. 

The  clinic,  as  has  been  mentioned  several  times  before,  is  a  large 
clinic  in  rural  Wisconsin.  We  provide  tertiary  care  to  a  pretty  large 
area  of  central  and  northern  Wisconsin  and  peninsula  of  Michigan. 
We  provide  considerable  secondary  care  to  this  area.  We  provide  the 
only  primary  care  to  a  population  of  approximately  50,000  people. 

The  clinic  consists  of  physicians  that  are  all  salaried  and  who  are 
a  little  bit  unique  in  that  all  physicians  at  top  salary — which  they  reach 
in  3  to  5  years — receive  the  same  salary.  I.  as  a  surgeon,  receive  the 
same  salary  as  a  pediatrician,  psychiatrist,  internist,  same  as  every- 
body else. 

Senator  Kennedy.  What  is  the  fairness  of  that  doctrine  ? 

Dr.  Lawton.  The  fairness  of  it  is  very  obvious  to  me,  Senator. 

People  who  come  to  Marshfield  Clinic,  and  I  operate  on  them,  and 
take  in  many,  many  dollars,  hundreds  of  thousands  of  dollars,  are  not 
coming  to  me — they  are  coming  for  medical  care  to  the  hardworking 
pediatrician,  internists,  psychiatrists,  and  there  is  no  justice  at  all  in 
my  taking  home  the  money  because  they  happen  to  come  to  Marshfield 
Clinic. 

The  internist  is  available  to  me  24  hours  a  day,  as  is  the  pediatrician 
and  all  the  other  specialties.  They  are  working  as  hard  as  I  am. 

By  stroke  of  luck,  I  am  in  a  high  dollar  producing  specialty.  It  does 
not  make  me  worth  a  nickel  more  to  Marshfield  Clinic.  That  has  been 
our  philosophy. 

Senator  Kennedy.  How  did  you  develop  that  particular  view  ? 
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It  is  obviously  at  very  considerable  sacrifice  to  yourself. 

Dr.  Lawton.  Yes,  it  is.  I  guess  growing  up  in  Wisconsin,  we  have  a 
few  funny  ideas.  Some  of  them  come  out  here.  It  is  related  to  my  back- 
ground, Senator. 

I  have  been  very  socially  conscious,  and  I  have  been  exposed  to  many 
experiences  in  my  lifetime  that  makes  me  feel  that  this  is  the  way  to 
do  it. 

Senator  Kennedy.  A  very  admirable  attitude. 

Dr.  Lawton.  We  also  have  been  innovative,  in  addition  to  the  HMO, 
and  we  utilize  physician  assistants  extensively,  particularly  in  the  sur- 
gery and  primary  care  specialties;  pediatrics,  internal  medicine,  to  a 
lesser  degree.  We  have  a  school  for  physician  assistants  that  we  estab- 
lished 4  years  ago.  It  graduates  15  to  20  primary  physician  assistants 
per  year. 

The  hospital  that  we  use  is  a  sisters  hospital,  St.  Joseph's  Hospital, 
a  modern  420-bed  hospital.  Incidentally,  the  sisters,  I  think,  invented 
prepayment  medicine.  They,  80  years  ago,  offered  to  the  lumberjacks 
for  $5  per  year  prepayment  hospitalization  for  whatever  period,  and 
they  had  to  be  the  earliest  in  the  field  of  prepayment  health  delivery. 

The  hospital  is  a  fine  facility.  The  clinic  has  recently  relocated  its 
building  to  abut  the  hospital  and  share  services.  We  have  only  one  lab- 
oratory for  both  clinic  and  hospital;  only  one  radiation  therapy  de- 
partment, only  one  record  room.  We  are  sharing  dietary  services,  shar- 
ing library  services — we  used  to  each  have  a  large  library.  We  now 
have  one.  The  hospital  is  now  building,  and  we  will  be  able  to  share 
more  services. 

Regarding  HMO  plan,  it  had  its  origin  in  concept  at  least  well  over 
10  years  ago  when  myself  and  some  of  the  other  physicians  started 
pushing  to  set  up  some  type  of  prepaid  plan,  with  not  much  enthusi- 
asm from  our  colleagues.  We  were  voted,  or  goosed,  I  guess  you  might 
better  call  it,  by  our  then  Congressman  Mel  Laird,  who  threatened  us 
if  we  did  not  do  something  about  the  delivery  system,  he  and  some  of 
his  friends  out  here  were  going  to. 

We  took  him  seriously  and  he  was,  at  that  time,  enamored,  as  many 
people  in  Washington  were  and  are,  with  the  statistics  from  the  Perm- 
anente-type  group  plan. 

We  pointed  out  to  him  these  statistics  really  did  not  have  much  to 
do  with  the  price  of  hay  because  they  were  based  entirely,  as  we  have 
heard  this  morning,  on  insuring  groups  with  experience  rating,  healthy 
employed  people,  and  did  not  and  should  not  be  applied  to  insuring  the 
citizenry  of  the  United  States. 

I  am  not  sure  we  convinced  him,  but  we  did  promise  him  that  we 
would  try  to  collect  data  that  would  be  useful  in  designing  national 
health  or  improvement  in  our  health  system. 

A  second  motive  in  our  setting  up  the  plan  was  the  nagging  feeling 
on  the  part  of  several  of  us  that  while  we  were  practicing  the  best 
medicine  in  the  world,  which  we  knew  we  were,  we  kept  telling  our- 
selves all  the  time  that  it  was  too  expensive  for  many  people  in  our 
community. 

So,  with  those  dual  purposes,  we  launched  into  it. 
We  in  Wisconsin  have  to  have  a  carrier  for  such  a  plan.  You  cannot 
do  it  on  your  own. 
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We  first  talked  to  two  commercial  companies  and  one  Blue.  We 
talked  for  about  a  year  and  a  half,  in  fact,  and  talked  and  talked  and 
talked.  And  stumbled  on  the  same  issues  that  we  have  been  hassling 
over  here  today.  We  were  told  repeatedly  that  you  cannot  have  a  plan 
with  open  enrollment.  You  cannot  have  a  plan  with  enrollment  with- 
out a  medical  exam.  You  cannot  have  a  plan  with  community  rating. 
And  these  talks  just  sort  of  succumbed  to  the  dwindles  because  we  in- 
sisted that  this  is  what  we  wanted  to  do,  these  impossible  requirements 
were  unacceptable  to  them. 

In  late  1969,  we  were  approached  by  Blue  Cross  of  Wisconsin  and 
Blue  Shield  of  Milwaukee  Surgical  Care,  who  were  willing  to  write 
the  kind  of  plan  that  we  insisted  on. 

The  basics  are  simple.  We  provide  the  clinic  and  the  hospital  com- 
prehensive total  inpatient-outpatient  coverage  to  a  community  denned 
by  geography,  a  15 -mile  radius  around.  There  would  be  no  deductible, 
there  would  be  no  coinsurance,  there  would  be  no  preinsurance  exams, 
there  would  be  open  enrollment  twice  a  year. 

I  lost  a  battle  on  this.  I  thought  it  should  be  four  times  a  year,  but 
we  have  it  in  J une  and  December. 

In  addition  to  that,  the  people  who  come  into  the  plan  are  not  iden- 
tified to  the  physician.  Our  reasoning  behind  this  was  that  we  should 
not  have  either  better  or  worse  medical  care. 

As  we  boasted,  we  are  practicing  good  medicine. 

The  second  reason  for  this  was  at  the  time  there  were  absolutely  no 
statistics  on  the  practice  of  fee-for-service  medicine  side  by  side  with 
prepayment  by  the  same  physicians,  and  this  data  became  available. 

We  have  grown  since  March  1971  from  a  very  modest  2,000  or  3,000 
people  into  a  present  insured  group  of  31,000. 

Some  of  the  data  quoted  this  morning  was  in  error.  We  have  31,000 
people.  We  are  continuing  to  grow.  We  have  monitored  the  system 
extensively. 

There  is  a  huge  amount  of  data  that  has  been  made  available  to  the 
committee.  Mr.  Nycz  is  available  if  you  have  questions.  We  have  par- 
ticularly monitored  the  group  in  nongroup  experience  throughout  the 
5  years. 

The  experience  has  shown  us  that  open  enrollment  and  community 
rating  would  not  wipe  us  out.  The  plan  has  continued  to  grow. 

Contrary  to  some  of  the  testimony  you  heard  this  morning,  we  are 
competitive.  We  are  competing  with  all  the  same  insurance  companies 
that  these  other  fellows  are,  and  yet  we  are  growing.  We  are  taking 
some  of  their  contracts  away  from  them,  from  groups,  despite  our  rate, 
which  is  necessarily  slightly  higher.  We  are  getting  these  people  in 
because  we  provide  more  comprehensive  care  than  the  competing 
policies. 

I  cannot  believe  that  in  a  defined  community  that  these  other  fellows 
cannot  do  it,  too. 

If  you  restrict  your  community,  and  decide  this  is  a  community, 
give  them  a  community  rate  and  have  open  enrollment. 

Today,  in  Marshfield,  if  you  have  a  diagnosis  of  diabetes  today,  you 
can  join  our  plan  tomorrow.  Or  if  you  have  a  diagnosis  of  coronary 
heart  disease  today,  you  can  join  it  tomorrow,  because  December  is 
our  open  enrollment  period.  And  this,  I  think  is  what  we  are  talking 
about. 
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Are  we  going  to  continue  insuring  only  those  people  who  are  not 
liable  to  be  ill,  or  are  we  going  to  insure  people  who  are  potentially 
ill  or  are  ill  ? 

We  do  not  accept  people  who  are  hospitalized  at  the  time,  but  we 
accept  people  who  have  any  sort  of  history  of  any  kind  of  illness,  and 
it  has  not  wiped  us  out. 

The  other  two  issues  I  wish  to  address  are  the  matter  of  the  con- 
tractual arrangement  with  providers. 

We  have  had  modest  experience  in  this  expanding  our  plan  beyond 
our  15-mile  radius  to  two  other  hospitals  on  the  periphery,  25  and  40 
miles  away.  We  have  contracted  on  a  fee-for-service  basis  with  these 
providers. 

Our  experience  is  too  short,  too  small,  to  say  much  about  it,  but  I 
would  point  out  that  the  reason  for  this  amendment  to  allow  this  is 
quite  obvious.  It  allows  any  medical  society,  foundation,  insurance 
company,  supermarket,  to  contract  a  fee-for-service  basis  with  pro- 
viders, and  it  is  a  propagation  of  what  we  are  doing  now. 

The  pitfalls  in  this  approach  are  two.  One  is  that  by  contracting 
willy-nilly,  the  provider  is  not  at  risk — you  cannot  capitate.  There  is 
no  way  for  him  to  share  the  risk. 

Second,  I  worry  about  quality  control,  if  you  have  your  physicians 
dispersed  all  over  everywhere,  not  in  a  cohesive  group,  not  tied  to- 
gether economically  or  medically,  that  quality  control  becomes  very 
difficult,  if  not  impossible. 

I  know  that  some  plans  have  claimed  that  they  can  do  it.  I  think 
it  is  a  question  whether  it  can  be  done  effectively. 

The  51  percent,  the  Marshfield  Clinic  has  never  applied  for  HMO 
certification,  because  we  obviously  would  not  qualify  because  prob- 
ably 80  percent  of  our  work  is  on  non-HMO  people.  Eighty  percent  of 
our  income  is.  And  yet  we  are  running  an  HMO  side  by  side  and 
within  the  group. 

I  would  make  a  strong  plea  to  abolish  that  51-percent  clause.  There 
are  a  huge  number  of  groups  in  the  country  who  are  the  logical  start- 
ing places  for  HMO's.  They  are  established.  They  are  growing. 

If  HMO's  are  going  to  succeed  at  all,  it  has  to  start  with  these.  It 
boggles  one's  mind  to  figure  out  how  you  are  going  to  start  a  medical 
group,  which  is  a  real  can  of  worms,  and  start  an  HMO  at  the  same 
time. 

I  would  make  a  plea  for  that  amendment. 

I  would  conclude  then  that  in  our  hands  open  enrollment  has  not 
been  disastrous.  It  is,  I  feel,  a  very  necessary  part  of  any  HMO.  The 
same  applies,  of  course,  to  community  rating. 

I  might  add  that  you  cannot  have  community  rating — well,  a  sample 
of  the  community — if  all  you  had  was  healthy,  employed  persons,  com- 
munity rating  deferred  5  years,  it  says  in  the  amendment,  is  absurd, 
because,  they  will  be  no  more  able  to  have  this  5  years  from  now  than 
they  are  right  now.  They  will  fight  it  down  to  the  wire.  There  will  be 
reasons  for  not  community  rating  at  the  end  of  the  5  years. 

The  other  thing  I  should  mention  is  that  while  our  experience  is 
5  years,  it  was  set  up  basically  experimentally.  We  have  not  pursued 
all  the  alleged  benefits  of  the  HMO  in  our  system.  We  do  plan  in  the 
second  phase  to  do  so. 
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However,  we  have  used  physician  assistants  extensively.  We  have 
shared  services  instead  of  duplicating  them.  We  have  made  an  effort 
to  keep  down  hospitalization  in  both  our  insured  people  and  our  fee- 
for-service  people. 

There  are  many  other  areas  that  we  can  improve,  and  particularly 
patient  education.  We  have  just  hired  a  full-time  patient  educator,  and 
this  may  point  the  way  to  telling  us  what  preventive  medicine  is.  We 
are  not  quite  sure. 

The  other  thing,  several  other  people  have  mentioned  here,  and  I 
would  like  to  reemphasize,  is  that  our  experience  certainly  cannot  and 
should  not  be  applied  willy-nilly  to  Los  Angeles  County  or  the  United 
States  of  America. 

"What  we  have  proven  without  a  doubt  is  that  a  community  can  be 
defined  and  that  you  can  have  open  enrollment  and  community  rating. 
It  is  a  matter  of  defining  a  community. 

I  am  aghast  at  the  amendments  that  passed  the  House.  They  have 
gutted  the  entire  concept  of  HMO's.  It  has  promoted  and  subsidized 
a  continuation  of  our  present  unsatisfactory  system  of  insuring  only 
the  well  and  letting  the  potentially  ill  fall  by  the  wayside.  This  is 
known  as  shimming  in  the  insurance  market,  I  guess. 

I  do  not  believe  that  the  Senate  should  promote  a  continuation  of 
this  totally  unsatisfactory  system.  I  would  hope  that  you  insist  on 
open  enrollment,  community  rating,  and  help  these  fellows  write  the 
definition  of  a  community.  That  is  the  nut  you  have  to  crack. 

It  could  be  zip  codes,  geography,  political  boundaries,  practice  pat- 
terns. Where  did  they  get  their  clients  from  before  ? 

If  you  do  that,  it  will  work. 

Thank  you. 

Senator  Kennedy.  Excellent  testimony. 

Doctor,  concerning  this  51  percent,  if  that  was  varied  or  changed, 
how  can  you  insure  that  the  doctors  are  going  to  have  a  commitment 
to  the  HMO  ? 

If  we  altered  or  changed  that,  what  do  you  recommend  we  put  in 
in  its  place  to  try  to  assure  that  it  does  not  go  down  to  5  percent  ? 

Dr.  Lawton.  I  have  not  really  thought  about  it,  because  I  had  not 
prepared  testimony  on  it.  I  was  requested  by  one  of  the  consensus 
group,  I  guess  that  is  the  only  thing  we  agree  upon,  to  put  in  plea 
for  this. 

I  think  the  percentage  per  se  might  be  a  little  dangerous  because  of 
the  wide  variation  and  size  of  the  groups. 

I  think  a  group,  to  effectively  operate  an  HMO,  has  to  have  basic 
specialties,  for  instance,  on  board.  We  are  talking  about  groups  in  the 
neighborhood  of  20,  but  whether  the  same  percentage  should  be  applied 
to  a  group  of  20  as  to  a  group  of  140,  such  as  we  have,  I  would  have 
to  think  about  it. 

Senator  Kennedy.  Could  you  give  some  thought  to  what  ideas  or 
suggestions  you  do  have  if  we  varied  that  percentage?  How  do  you 
maintain  the  commitment  to  the  HMO  ? 

Dr.  Lawton.  I  would  be  glad  to. 

Senator  Kennedy.  If  you  could  just  expand  a  little  bit  on  how  you 
are  growing  and  a  little  bit  about  your  competitive  situation. 

I  am  interested  in  how  you  are  able  to  effectively  compete  and  grow, 
and  how  you  were  able  to  do  that. 
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Dr.  Lawton.  We  are  competing  obviously.  We  have  never  lost  a 
group  to  another  carrier. 

We  have  taken  a  lot  of  contracts  away.  These  are,  a  lot  of  them, 
small  groups. 

We  have  never  had  anybody  move  into  our  area  to  take  advantage 
of  the  plan.  It  has  never  been  documented.  We  are  growing,  I  would 
say,  because  we  are  offering  a  better  package. 

While  the  price  is  a  little  higher,  even  employers  will  go  with  it 
because  they  know  it  is  a  better  package. 

Greg,  what  has  our  growth  been  each  year  ? 

Mr.  Nycz.  I  think  we  have  managed  to  grow  at  around  30  percent 
per  year. 

In  the  original  area  that  Dr.  Lawton  referred  to,  around  approxi- 
mately 15 -mile  radius,  we  have  over  42  percent  of  every,  say,  warm 
body  in  that  area  participating  in  the  prepaid  program. 

In  the  expanded  geographic  area,  we  have  added  on  two  additional 
counties,  total  population  is  around  97,000.  We  are  getting  close  to 
one-third  of  that  entire  population  participating. 

Now,  with  the  open  enrollment  provision,  and  then  with  marketing 
heavy  to  small  groups,  I  think  that  is  primarily  where  we  are  receiving 
a  lot  of  our  contracts. 

However,  if  you  take  a  look  at  the  groups  of  50  or  more,  these  groups 
where  they  are  supposedly — they  are  experience  rated  now — this  is 
probably  where  the  issue  is,  are  we  competitive  in  the  big  or  larger 
employer  groups,  and  we  have  got,  I  would  say,  close  to  one-third  of 
all  the  groups  of  50  or  more  participating  in  the  program,  which  is 
about  the  same  percent  as  the  total. 

I  think  it  demonstrates  we  are  competitive  in  the  group  business  and 
in  the  larger  group  business.  We  are  on  something  like  15  larger 
groups,  and  9  of  them  are  in  on  100-percent  basis,  and  the  other  6 
are  on  dual  choice  in  which  we  have  gotten  over  50  percent  under 
dual  choice. 

The  premium  right  now  is  $69.96  for  a  family,  and  if  we  were  to 
take  the  other  30  groups  that  we  have  information  on  in  the  area  and 
combine  their  premiums,  an  average,  we  would  get  around  $55. 

We  are  about  $14  or  $15  higher  on  a  family  contract.  Our  market- 
ing people  tell  us  that  in  the  situation  where  the  employer  pays  50 
percent  of  the  employee's  premium,  and  they  are  approximately  $15  a 
month  higher,  they  will  get  50  percent  of  that  group  or  better  under 
dual  choice. 

It  is  because  we  run  the  program  more  efficiently.  They  do  not  have 
to  worry  about  processing  claims.  There  are  many  advantages. 
Senator  Nelson.  Did  you  say  $14  higher  ? 

Mr.  Nycz.  That  is  $14  higher  than,  say,  an  aggregate  of  the  groups 
or  our  prospect  type  groups. 

Dr.  Lawton.  Those  with  indemnity  plans  in  the  area. 

Senator  Nelson.  But  the  service  provided  is  greater  ? 

Mr.  Nycz.  That  is  part  of  the  reason,  the  fact  that  we  are  offering 
more  comprehensive  services. 

Senator  Kennedy.  On  this  point,  do  not  others  have  deductibles  in 
coinsurance  ? 

Dr.  Lawton.  Other  plans  we  are  competing  against  have  a  wide 
variety  of  benefits,  and  that  was  the  point  I  was  making,  Senator. 
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While  our  premium  is  somewhat  higher,  nobody  offers  the  compre- 
hensive benefits  that  we  do. 

Senator  Kennedy.  Don't  they  also  have  deductibles  ? 

Dr.  Lawton.  Very  few  of  them  pay  very  much  for  outpatient  care, 
for  instance. 

Senator  Kennedy.  On  the  area  of  deductibles  and  coinsurance,  I 
have  listened  as  long  as  I  have  been  chairman  of  this  subcommittee, 
about  why  we  have  to  have  deductibles  and  coinsurance,  or  other- 
wise we  have  vast  overutilization  of  services,  and  I  have  yet  to  see  how 
that  has  really  been  reflected  in  actuality. 

I  do  not  think  people  will  go  down  to  the  doctor's  office  just  for  fun. 

And  with  the  Canadian  experience,  when  they  moved  into  their 
national  program,  it  reflected  that  there  was  about  a  5-  to  6-percent 
increase,  and  most  analysis  of  it  showed  that  was  in  areas  of  need. 
Now,  in  terms  of  utilization,  it  is  back  to  where  it  was  before. 

I  would  be  interested  in  your  experience. 

Do  you  find  there  is  overutilization  ? 

Dr.  Lawton.  There  was  greater  fear  at  the  outset,  as  I  mentioned, 
we  could  not  convince  the  insurance  people  to  come  into  this  without 
deductibles,  there  was  fear  on  the  part  of  physicians  we  would  be 
deluged.  People  would  be  just  coming  to  the  doctor  everyday. 

I  predicted,  and  I  was  right,  that  we  did  not  change  their  medical 
habits  very  much.  We  do,  in  contrast  to  what  you  say,  have  people  go 
to  the  doctors  just  for  fun.  But  fee-for-service  people  do  this,  too.  They 
do  not  change  their  habits  that  much. 

But,  very  interestingly,  since  one  of  our  purposes  was  to  provide 
better  medical  care  to  the  community,  our  data  shows  that  our  com- 
munity, studying  a  group  of  patients  who  obtained  their  medical  care 
at  Marshfield  Clinic  a  year  before  and  then  went  into  the  plan,  and 
studying  them  a  year  after,  there  is  no  question  that  there  is  a  higher 
utilization  at  the  outset  of  the  plan. 

But  the  important  thing  here,  and  it  has  been  misinterpreted  by 
many,  and  this  was  published  in  the  New  England  Journal  of  Medi- 
cine, is  that  our  people  were  substandard  to  begin  with.  This  is  not 
overutilization.  They  are  coming  up  to  the  national  average. 

This  whole  matter  of  overutilization  has  got  to  be  treated  very 
gingerly. 

What  is  overutilization  ? 

In  our  group  we  have  to  throw  out  the  statistics  on  physicians' 
family  lists  because  they  use  so  much. 
Is  this  overutilization  or  is  this  just  epitome  of  medical  care? 
My  own  feeling  is  that  it  is  not  a  hazard  at  all. 

To  put  a  dollar  barrier  between  people  and  going  to  the  doctor  is 
not  the  way  to  do  it. 

Senator  Kennedy.  I  have  to  leave. 

I  just  want  to  thank  you  so  much  for  coming.  We  are  going  to  be 
asking  for  some  additional  data  and  statistics. 
I  want  to  thank  you  very  much. 

Senator  Nelson.  Mr.  Nycz  mav  be  able  to  answer  this. 

Have  you  ever  done  a  cost  evaluation,  comparing  Marshfield's  costs 
with  another  insurance  plan's  with  less  benefits?  If  you  gave  the  same 
benefits  as  your  competitors  rather  than  greater  benefits,  would  you 
be  competitive  on  the  dollar  level  ? 
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In  other  words,  you  are  giving  more  services,  including  outpatient, 
and  obviously  since  there  are  more  services,  they  cost  more. 

If  you  match  their  services,  how  do  you  evaluate  your  costs  ? 

Mr.  Nycz.  I  think  in  that  case  the  way  the  program  is  arranged, 
it  is  probably  more  efficient,  it  is  probably  run  more  efficiently  than 
some  of  the  indemnity  type  programs.  So  our  administrative  costs, 
overhead,  are  probably  less. 

So,  for  the  same  benefits,  we  are  going  to  have  a  little  bit  of  competi- 
tive edge  there. 

Senator  Nelson.  The  statute  did  not  require  51  percent.  The  statute 
required  that  members  of  the  HMO  be  the  principal  professional 
activity  of  a  group  practice,  and  then  the  interpretation  apparently 
of  the  Secretary  was  that  it  be  51  percent. 

Do  you  see  any  hazards,  any  problems  in  allowing  an  HMO  such 
as  yours,  in  which  about  20  percent  of  your  patients  are  HMO,  and 
80  percent  are  not — do  you  see  any  hazards  in  what  you  have  adopted 
in  your  clinic  ? 

Dr.  Lawton.  I  tried  to  think  about  it  before  when  Senator  Kennedy 
asked  the  question. 

I  really  do  not  see  a  hazard  if  the  attractions  for  HMO  are  made 
sufficient,  and  I  think  this  matter  being  able  to  offer  it  to  an  industry, 
for  instance,  and  they  have  to  look  at  it  anyhow,  is  a  very  attractive 
thing  for  groups  to  get  into  HMO  business.  And  I  think  they  will  be 
committee  because  they  will  expand  their  business. 

Senator  Nelson.  I  do  not  recall  the  reason  for  that.  There  is  not  any 
inherent  value  necessarily  in  51  percent  versus  25,  or  60,  or  80,  is  there? 

Dr.  Lawton.  No;  but,  as  I  mentioned,  because  of  varying  size  of 
groups,  I  would  be  unwilling  to  say  what  would  be  a  reasonable 
percentage. 

Senator  Nelson.  You  made  reference  to  the  fact  that  there  are 
many  clinics  around  the  country  already  organized,  and  that  it  is  diffi- 
cult to  put  a  group  together. 

I  think  it  is  your  view  that  if  this  high  51  percentage  were  not 
required,  a  number  of  well-established  clinics  serving  substantial  areas 
now  very  well  could  establish  a  geographic  area  and  have  an  HMO 
and  have  a  mix  of  practice  within  it  ? 

Dr.  Lawton.  I  think  this  is  ideal.  I  think  they  are  sitting  there 
ready  to  go. 

I  think  there  should  be  something  attractive  enough  about  the  bill 
and  the  amendment  that  they  will  want  to  go.  I  would  predict  that  it 
can  be  kept  that  attractive. 

I  think  the  community  could  be  defined,  if  they  are  not  very  brave, 
make  it  a  small  community.  They  give  open  enrollment  to  this 
community. 

If  they  are  more  brave  a  couple  of  years  later,  apply  for  expansion 
of  their  community. 

You  cannot  promise  comprehensive  medical  services  to  people  who 
are  80  miles  away  or  2  hours  away  in  Los  Angeles.  You  can  provide  it 
only  to  those  that  feasibly  would  obtain  medical  care  at  your  installa- 
tion. 

Senator  Nelson.  I  know  you  have  a  plane  to  catch  and  we  have  a 
rollcall  underway. 

[The  prepared  statement  of  Dr.  Lawton  follows :] 
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STATEMENT  OF 
BEN  R.  IAWTON,  M.  D. ,  PRESIDENT 
MARSHFIELD  CLINIC 
BEFORE 
SUBCOMMITTEE  ON  HEALTH 
COMMITTEE  ON  LABOR 
AND  PUBLIC  WELFARE 
U.S.  SENATE 
ON 

AMENDMENTS  TO  THE  HEALTH  MAINTENANCE 
ORGANIZATION  ACT  OF  1973 


Mr.  Chairman  and  Members  of  the  Subcommittee,  I  am  pleased  to 
appear  here  today  to  present  what  probably  represents  a  minority 
position  in  these  hearings  regarding  the  amendments  to  the  Health 
Maintenance  Organization  (HMO)  Act  of  1973. 

I  am  President  of  the  Marshfield  Clinic,  a  multi-specialty 
group  of  140  physicians  in  central,  rural  Wisconsin.    We  have  been 
involved  in  an  HMO  type  operation  for  the  past  five  years.    It  is 
on  this  experience  that  I  base  my  testimony. 
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I  wish  to  address  three  aspects  of  the  proposed  amendments.  First, 
the  abolition  of  the  open  enrollment  requirement.    Secondly,  the  abandon- 
ment of  the  community  rating  requirement.    And  thirdly,  the  section  which 
permits  unlimited  contractual  arrangements  with  providers. 

DESCRIPTION  AND  HISTORY  OF  THE  MARSHFIELD  CLINIC  AND  ST.  JOSEPH'S  HOSPITAL 

I  should  first  put  things  in  perspective  by  describing  our  local 
medical  delivery  system  and  the  history  of  our  health  plan. 

The  Marshfield  Clinic  is  a  60-year-old,  140-physician,  multi-specialty 
group  located  in  Marshfield,  Wisconsin,  a  city  of  16,000  people.  We 
provide  tertiary  care  and  much  secondary  care  to  a  large  area  of  central 
and  northern  Wisconsin  as  well  as  the  upper  peninsula  of  Michigan.  We 
provide  the  only  primary  care  to  a  population  of  approximately  50,000 
people.    All  the  physicians  in  the  Marshfield  Clinic  are  salaried;  in 
fact  we  are  somewhat  unique  in  that  all  specialists  receive  the  same 
salary  when  at  top  pay.    We  have  utilized  physician's  assistants  exten- 
sively since  1967,  especially  in  surgical  specialties  and  to  a  lesser 
degree  in  primary  care — pediatrics  and  internal  medicine.    We  initiated 
in  1972  and  continue  to  operate  a  physician's  assistant  school  which 
graduates  15-20  primary  physician's  assistants  per  year.    We  have  grown 
from  22  doctors  in  1954,  when  I  joined  the  group,  to  140  physicians  today 
in  response  to  demand  for  our  services. 

We  utilize  St.  Joseph's  Hospital  and  constitute  almost  its  entire 
staff.    The  hospital  is  a  modern,  420-bed  facility,  operated  by  the 
Sisters  of  the  Sorrowful  Mother  who  probably  invented  prepayment  80 
years  ago  when  they  furnished  total  hospital  care  to  the  lumberjacks 
for  $5.00  per  year  on  a  prepayment  basis.    We  have  recently  relocated 
our  clinic  to  be  physically  attached  to  the  hospital  where  we  share 
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many  services.    We  have  only  one  laboratory  for  the  clinic  and  hospital. 
We  have  only  one  radiation  therapy  department.    We  share  dietary,  laundry, 
medical  record  and  library  services.    With  additions  to  the  hospital  now 
in  progress  many  other  services  can  be  shared  instead  of  duplicated. 
HISTORY  AND  DESCRIPTION  OF  THE  GREATER  MARSHFIELD  CXMdNTTY  HEALTH  PLAN 

The  Greater  Marshf ield  Community  Health  Plan  had  its  origin  and 
concept  at  least  10  years  ago  when  several  of  us  began  pushing  for  a  pre- 
payment plan  with  little  enthusiasm  generated  on  the  part  of  our  colleagues. 
We  were  convinced  (and  told  everyone  including  ourselves)  that  we  were 
practicing  the  best  in  medicine,  but  there  was  the  nagging  feeling  that 
there  were  many  in  our  community  that  couldn't  afford  it. 

In  1968  we  were  goaded  by  our  then  Congressman  Melvin  Laird  to  do 
something,  or  he  and  his  friends  in  Congress  would.    He  and  others  out 
here  were  enamored  with  the  statistics  from  Permanente-type  groups  and 
saw  no  reason  that  these  methods  and  results  could  not  be  applied  to  the 
delivery  system  in  general  in  the  United  States.    We  pointed  out  that 
the  reported  experience  was  strictly  with  groups  and  experience  rated 
with  no  open  enrollment  and  hardly  applicable  to  a  community. 

We  therefore  proposed  to  start  a  prepayment  plan  for  two  reasons. 
First,  to  extend  our  services  to  the  entire  community  and,  secondly,  to 
gather  some  meaningful  data  on  such  a  plan  that  might  be  useful  to  the 
government  and  to  others. 

In  Wisconsin  we  are  required  by  law  to  engage  an  insurance  carrier 
for  such  a  venture.    We  initiated  discussions  with  two  commercial  car- 
riers and  one  Blue  Shield  carrier.    We  talked,  and  talked,  and  talked 
for  one  and  a  half  years  but  always  wound  up  stumbling  on  the  same 
issues  that  we  address  today.    We  were  told  repeatedly  that  you  cannot 
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survive  in  the  market  if  you  have  open  enrollment  without  medical  examina- 
tion, and  you  cannot  survive  in  the  market  with  community  rating  or  without 
deductibles  or  co-insurance.    These  talks  succumbed  to  the  dwindles  because 
we  insisted  on  all  of  these  impossible  requirements. 

In  late  1969  we  were  approached  by  Blue  Cross  of  Wisconsin  and  Surgical 
Care-Blue  Shield  of  Milwaukee  who  were  willing  to  write  exactly  the  kind  of  a 
plan  we  wanted.    The  basics  were  simple.    We  (the  Clinic)  and  St.  Joseph's 
Hospital  would  provide  comprehensive  health  services  to  a  geographically 
defined  population  with  no  deductibles,  no  co-insurance,  no  pre-existing 
illness  clauses,  with  open  enrollment  for  four  weeks  twice  a  year,  and  with 
community  rating.    It  was  further  specified  that  the  people  in  the  plan  would 
not  be  identifed  to  the  physician.    We  felt  that  the  people  in  the  plan 
deserved  no  better  or  worse  care  than  our  fee-for-service  patients.  Further- 
more, we  could  in  this  manner  gather  comparative  statistics  on  the  prepayment 
plan  running  side-by-side  with  fee-for-service  by  the  same  physicians. 

I  would  be  amiss  to  imply  that  the  discussions  leading  to  the  final 
design  of  the  plan  were  simple.    They  were  not.    They  were  eyeball  to 
eyeball  for  over  a  year,  but  I  must  credit  Blue  Cross  of  Wisconsin  and 
Surgical  Care-Blue  Shield  of  Milwaukee,  along  with  St.  Joseph's  Hospital 
with  the  utmost  cooperation  in  maintaining  the  original  goals  of  pro- 
viding comprehensive  health  care  to  the  community  and  gathering  data  that 
would  be  useful  in  evaluation  of  this  method  of  financing  health  care. 

We  launched  the  plan  in  March  of  1971  and  therefore  have  almost  five 
years  experience.    We  have  grown  steadily,  now  insuring  31,000  people. 
This  represents  42%  of  our  original  geographic  area  or  33%  of  our  recently 
expanded  geographic  area.    We  have  had  a  modest  experience  in  contracting 
with  physicians  and  hospitals  in  two  neighboring  communities,  25  and  40 
miles  away  to  expand  the  scope  of  our  coverage. 
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EXPERIENCE  DATA  WITH  OPEN  ENROLLMENT  AND  COMMUNITY  RATING 

We  have  monitored  our  experience  extensively  and  there  is  a  huge 
amount  of  information  still  stored  in  the  computer  but  not  analyzed.  We 
have,  however,  examined  the  policies  of  open  enrollment  and  community 
rating  in  depth  and  continuously.    I  have  submitted  the  detailed  supporting 
material,  and  our  data  analyst  accompanies  me  if  there  are  questions.  I 
will  review  only  the  highlights. 

We  have  been  operational  with  open  enrollment  and  community  rating 
for  five  years.    If  today  you  have  a  diagnosis  of  diabetes  or  coronary 
heart  disease  in  Marshfield,  tomorrow  you  can  enroll  in  our  plan  because 
this  is  our  December  open  enrollment  period  and  this  is  what  we  are 
talking  about.    Are  we  going  to  continue  to  insure  only  the  employed, 
healthy  person  or  shall  we  also  insure  the  person  who  might  become  ill? 
This  policy  has  not  wiped  us  out.    Our  competitors  in  the  health  insurance 
field  have  launched  vigorous  campaigns  to  counter  our  effort.    We  have 
continued  to  grow.    We  have  never  been  able  to  document  a  case  where  a 
family  moved  to  our  area  to  take  advantage  of  our  plan.    We  have  never 
lost  a  group  contract  to  competing  plans.    We  are  competitive.  Open 
enrollment  participants  are  indeed  higher  utilizers  than  our  group 
enrollees.    Open  enrollment  people  have  consistently  constituted  24-26% 
of  our  entire  insured  population.    They  utilize  26-27%  of  the  outpatient 
visits  but  significantly  they  utilize  33%  of  hospitalization  days.  However, 
this  figure  has  not  changed  appreciably  over  the  five  years;  in  fact 
utilization  has  lessened  somewhat  and  we  must  conclude  that  a  small  group 
of  potentially  sick  people  will  enroll  with  open  enrollment  as  we  hoped 
they  would.      But  this  small  sub-group  is  being  balanced  by  the  group 
enrollment  and  by  the  healthy  open  enrollment  people.    They  are  not  all 
basket  cases. 
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Detailed  analysis  of  our  cost  data  shows  that  the  group  enrollees 
subsidize  the  non-group  (or  open  enrollees)  by  approximately  $1.00  per 
person  per  month  on  their  premium.    I  submit  that  this  is  one  of  the 
basic  concepts  of  an  HMO — that  the  walking  well  should  in  some  degree 
subsidize  the  potentially  ill. 
CONTRACTUAL  ARRANGEMENTS  WITH  PROVIDERS 

The  third  matter  which  I  wish  to  address  is  that  of  the  unlimited 
permissiveness  of  contractual  arrangements  with  providers.    We  have  had 
only  very  modest  experience  in  this  field  in  expanding  our  plan  beyond 
the  original  15-mile  radius. 

I  am  fully  aware  of  the  motives  for  this  amendment.    It  allows  any 
medical  society,  pseudo-foundation  or  local  supermarket  to  declare  itself 
an  HMO  and  contract  on  a  fee-for-service  basis  with  providers.    I  think 
there  are  real  hazards  in  this  concept.    In  the  first  place  there  is  no 
real  good  way  to  accomplish  capitation  and  therefore  risk  sharing  by  the 
provider.    Secondly,  it  poses  very  difficult  problems  in  quality  control 
if  the  providers  are  widely  dispersed  and  do  not  constitute  an  organized 
group.    Our  own  experience  is  too  limited  and  short  to  supply  meaningful 
data  but  I  would  be  very  uneasy  about  applying  this  principle  on  a  broad 
scale  across  the  country. 
CONCLUSIONS  AND  RECOMMENDATIONS 

In  conclusion,  I  would  contend  that  open  enrollment  and  community 
rating  are  absolutely  essential  parts  of  an  HMO  experiment.  Secondly, 
these  policies  are  not  disastrous  in  the  competitive  field  if  a  com- 
munity is  defined.    Lastly,  I  believe  that  unlimited  contractual  arrange- 
ments with  providers  are  fraught  with  potential  pitfalls. 
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I  would  emphasize  that  since  our  plan  was  essentially  experimental 
that  we  have  not  developed  to  the  fullest  extent  the  alleged  benefits  of 
an  HMO  operation.    We  have  utilized  physician's  assistants  to  a  high 
degree.    We  have  made  every  effort  to  decrease  hospital  utilization,  not 
only  in  these  patients  but  in  our  fee-for-service  patients.    We  have 
made  every  effort  with  the  hospital  to  share  rather  than  duplicate  facili- 
ties.   We,  as  others,  have  been  unable  to  get  a  handle  on  what  really 
constitutes  preventive  medicine.    We  have  only  recently  employed  a  full- 
time  patient  educator,  which  may  help  point  the  way  here. 

I  would  further  caution  that  our  experience  is  that  of  almost  a  monopoly 
in  a  rural  area  and  cannot  and  should  not  be  applied  willy-nilly  to  Los 
Angeles  County  or  the  United  States  of  America.    However,  we  have  proved 
beyond  doubt  that  if  the  community  is  defined  that  open  enrollment  and 
community  rating  are  desirable,  necessary,  and  financially  feasible 
components  of  any  HMO  operation. 

I  am  most  distressed  by  the  amendments  passed  in  the  House.  I 
tliink  they  have  gutted  the  entire  concept  of  HMO's.    The  deferment  of 
five  years  for  community  rating  is  absurd.    There  is  no  reason  to  expect 
that  an  HMO  will  be  better  able  to  community  rate  in  five  years  than 
they  are  now  if  they  have  never  had  open  enrollment  to  insure  the  com- 
munity.   I  think  the  House  has  caved  in  to  special  interests  to  the 
point  of  promoting  a  continuation  of  our  present  unsatisfactory  system 
of  insuring  only  those  people  who  are  least  likely  to  become  ill.  I 
believe  this  is  known  as  "skimming"  in  the  insurance  industry.    I  would 
prefer  that  no  amendments  be  made  rather  than  accept  this  total  retreat 
from  the  basic  concept  of  HMO's. 
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I  would  hope  that  the  Senate  would  insist  on  open  enrollment  and 
community  rating  with  a  simple  definition  of  a  community  by  whatever 
means — geography,  zip  codes,  political  boundaries  or  pre-existing  prac- 
tice patterns. 

I  would  be  happy  to  answer  any  questions  that  members  of  the 
Committee  may  have. 
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STATEMENT  OF  PURPOSE 
AND 

GUIDELINES  FOR  OPERATION 
OF  THE  COMMUNITY  COMMITTEE  OF  THE 
GREATER  MARSHFIELD  COMMUNITY  HEALTH  PLAN 


WHEREAS,  health  care  is  generally  regarded  as  a  right  for  all 
Americans;  and 

WHEREAS,  there  is  a  mounting  public  and  professional  concern 
over  the  health  care  problems  that  confront  our  nation;  and 

WHEREAS,  escalating  cost,  maldistribution  of  resources,  uneven 
quality  of  care,  apparent  manpower  shortages,  obsolete  financing 
^.patterns  and  obsolescent  organizational  and  physical  structures  are 
well  recognized  in  the  health  field;  and 

WHEREAS,  there  has  been  established  in  the  Greater  Marshfield 
Area  a  Pre-Paid  Group  Practice  Plan  called  the  "Greater  Marshfield 
Community  Health  Plan";  and 

WHEREAS,  said  Pre-Paid  Group  Practice  Plan  was  created  by: 

(a)  Pre-paid  Group  Practice  Group  Master  Contract  between  the 
Associated  Hospital  Service,  Inc. ,  Surgical  Care  Blue  Shield  Plan  of 
the  Medical  Society  of  Milwaukee,  County  and  Employer  Groups  and  Direct 
Pay  Subscribers; 

(b)  Medical  Service  Agreement,  dated  January  1,  1971,  Surgical 
Care,  the  Blue  Shield  Plan  of  the  Medical  Society  of  Milwaukee  County, 
and  the  Marshfield  Clinic; 

(c)  Pre-paid  Group  Practice  Plan  Hospital  Service  Agreement- 
Associated  Hospital  Service,  Inc.  and  St.   Joseph  Hospital  of  Marshfield, 
Wisconsin,  Inc. 

WHEREAS,  it  is  believed  that  the  Pre-Paid  Group  Practice  concept 
best  succeed  in. the  Greater  Marshfield 'Area  with  active  community 
leadership;  and ■ 

WHEREAS,  the  sponsoring  organizations  have  requested  that  there 
be  formed  because  of  the  concern  for  the  health  care  problems  facing 
the  Greater  Marshfield  area,  a  Community  Committee  of  the  Greater 
Marshfield  Community  Health  Plan. 

WHEREAS,  in  order  for  the  Gommunity  Committee  to  properly  perform 
its  functions,  it  is  necessary  that  it  adopt  a  Statement  of  Purpose 
and  Guidelines  for  Operation. 


NOW,  THEREFORE,  said  Community  Committee  does  hereby  adopt  the 
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following:  '  •  • 

ARTICLE  I. 
Definitions. 

When  used  herein,  the  term  "sponsoring  organizations"  shall 
intend  to  mean  the  Marshfield  Clinic,  St.  Joseph's  Hospital  of 
Marshfield,  Inc. ,  Associated  Hospital  Service,  Inc. ,  Wisconsin  Blue 
Cross  Plan  and  Surgical  Care,  the  Blue  Shield  Plan  of  the  Medical 
Society  of  Milwaukee  County. 

'  •'  r  -       .'-         ARTICLE  II.  .  ~  1  "  '     ~  '  • 

Purposes.  ,  .,' 

The  purposes  of  the  Community  Committee: 

1. )    Provide  local  community  direction,  support,  and  respon- 
siveness to  needs  of  sponsoring  organizations. 

.  2. )  React  to  and  recommend  changes  in  policy  to  the  sponsoring 
organizations. 

3.  )    Concerned  with  extension  of  benefits. 

4.  )    Review  and  recommend  on  the  Plan's  financial  matters 
including  rates. 

5.  )  Provide  educational  campaigns  to  avoid  over  or  under  use. 

6.  )  Liaison  with  other  similar  organizations  in  the  State. 

7.  )  Review  reports  concerned  with  performance  of  Plan. 

8.  )  Evaluate  Plan  through  questionaire  to  participants. 

9.  )  Provide  newsletters  and  Speaker's  Bureau  for  Communicating 
to  participants. 

10.  )    Talk  with  and  help  get  support  of  government  agencies  to 
participate  in  the  Plan 

11.  )    Provide  sounding  board  for  patients  and  others. 

12.  )    Aid  in  determining  enrollment  periods  sind  qualifications. 

13.  )    Be  concerned  with  new  equipment  and  new  use  of  medical 
personnel. 

ARTICLE  III. 
Membership. 

Section  1.     General.     The  Committee  shall  be  composed  of  from 
Ten  (10)  to  Twenty  [20)  adult  citizen  members  as  determined  from 
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time  to  time  by  the  Committee.     A  majority  of  the.  citizen  members 
shall  be  participants  of  the  Plan  and  all  members  shall  reside  in 
the  service  area  of  the  Plan  and  be  representative  of  the  service 
area  on  a  proportional  basis.     Membership  shall  also  be  representa- 
tive with  the  participant  enrollment,  taking  into  consideration 
industry,  business,  labor,  governmental  units,  health  and  welfare 
participants,  if  any,  and  others.     It  is  intended  that  no  rigid 
pattern  for  membership  be  required  and  that  membership  can  be 
varied  to  assure  necessary  and  effective  Committee  membership. 

SECTION  2.     Admission  to  Membership.     The  initial  membership 
of  the  Committee  shall  consist  of  the  following: 

Mrs.  Leland  Brunker,  Colby,  Wisconsin 

Mr.  Henry  Bluhm,  Marshfield,  Wisconsin 

Mr.  Patrick  Felker,  Marshfield,  Wisconsin 

Rev.  William  Grevatch,  Marshfield,  Wisconsin 

Mrs.  Dena  Hayden,  Marshfield,  Wisconsin 

Mr.  Philip  Hein,  Stratford,  Wisconsin 

Rev.   James  A.   Kaestner,  Marshfield,  Wisconsin 

Dr.  Norbert  Koopman,  Marshfield,  Wisconsin 

Mr.  Carl  L.  Meissner,  Marshfield,  Wisconsin 

Mr.   Donald  Pernsteiner,  Stratford,  Wisconsin 

Mr.  Edmond  Smith,  Marshfield,  Wisconsin, 

and  shall  serve  until  the  monthly  meeting  in  January  of  the  year 
following  the  approving  and  adopting  of  these  Guidelines.  Thereafter, 
one-half  of  the  members  of  the  Committee  shall  be  elected  each 
year  at  the  January  meeting.     Each  Committee  member  shall  serve 
for  Two  (2)  years .or  until  their  successors  are  elected  and  qualified. 
Vacancies  in  the  Committee  shall  be  filled  by  appointment  by  the 
remaining  Committee  members  and  members  so  appointed  shall  serve 
until  the  next  January  meeting  of  the  members  at  which  time  a  member 
shall  be  elected  to  fill  the  unexpired  term.     Except  for  members  of 
the  Committee  who  are  in  office  at  the  effective  date  of  these 
Guidelines,  no  member  of  the  Committee  shall  hold  office  for  more 
than  Two  (2)  consecutive  terms. 

Membership  of  the  Committee,  after  the  initial  membership 
shall  be  determined  by  and  voted  on  by  the  Committee  members, 
from  a  list  of  nominees  submitted  to  the  Committee  by  participants 
of  the  Plan.     The  Committee  shall  take  into  consideration  the 
general  requirements  as  set  forth  in  Section  (1)  hereof  and  to 
encourage  participants  in  the  Plan  to  make  recommendations  to  the 
Committee  members  prior  to  voting  on  said  Committee  members,  the 
Committee  shall  submit  to  the  sponsoring  organizations  for  review 
and  consideration,  the  list  of  the  nominees. 

Members  of  the  Committee  shall  serve  without  compensation, 
however,  reasonable  and  appropriate  expenses  incurred  for  Community 
Committee  activities  will  be  reimbursed  by  the  sponsoring  organiza- 
tions. 
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ARTICLE  IV. 


Meeting  of  Members. 

;   SECTION  1.     Regular  meetings  of  the  Committee  shall  be  held 
monthly  at  such  time  and  place  as  the  Committee  may  determine. 

SECTION  2.     Special  meetings  of  the  Committee  may  be  called 
at  anytime  by  the  Chairman. 

SECTION  3.     Notice  of  a  special  meeting  shall  be  given  bv  the 
Chairman  in  writing  delivered  or  mailed  not  less  than  Five  ( 5 )  days 
nor  more  than  Fifteen  (15)  days  before  the  meeting,  excluding 
the  day  of  the  meeting. 

SECTION  !+.  A  quorum  of  any  meeting  shall  consist  of  a  majority 
of  the  members  of  the  Committee. 

SECTION  5.     The  sponsoring  organizations  shall  provide  meeting 
places  for  the  Committee  in  the  Clinic  or  Hospital  or  other  suitable 
facilities. 

SECTION  6.     Sponsoring  organizations  shall  provide  the  Committee 
with  the  necessary  information  related  to  questions  before  the 
Committee.     It  may  be  necessary  for  the  sponsoring  organizations  to 
make  studies  and  to  organize  and  present  information  to  the  Committee 
to  assist  in  carrying  our  its  functions. 

ARTICLE  V. 

Voting. 

Each  member  shall  be  entitled  to  cast  One  (1)  vote  on  each 
question  presented.     Any  such  question  shall  be  decided  by  a 
majority  of  the  votes  so  cast,  provided  there  is  a  quorum.  Proxy 
voting  shall  be  prohibited. 

•  ARTICLE  VI. 

Officers. 

SECTION  1.     The  offic^-s  to  be  elected  by  and  from  the  members 
of  the  Committee.  °hsl .>.  consist  of  the  Chairman,  Vice-Chairman  and 
Secretary-Tr^-urer.     The  officers  shall  be  elected  by  written 
ballot  £y  and  from  the  members  of  the  Committee  at  the  January 
meeting,  and  shall  hold  office  for  a  One  (1)  year  term  or  until 
their  successors  are  elected  and  qualified. 

■   SECTION  2.     The  Chairman  shall  preside  at  all  meetings  of  the 
members!     He  shall  appoint  all  Committees,  sign  all  Agreements  and 
documents  as  required  and  have  such  other  powers  and  perform  such 
other  duties  as  the  Committee  may  determine. 

SECTION  3-     The  Vice-Chairman  shall,  in  turn,  perform  the 
duties  and  powers  of  the  Chairman  in  the  absence  or  disability  of 
the  Chairman. 
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SECTION  4.     The  Secretary-Treasurer  shall  keep  all  minutes  of 
the  meeting  of  the  members,  shall  keep  all  books,  records,  and 
instruments  belonging  to  the  Committee,  together  with  the  Chairman, 
sign  all  Agreements,  instruments  and  documents  as  may  be  required, 
safely  keep  all  money,  property  and  other  things  of  value  belonging 
to  the  Committee,  and  systematically  keep  financial  records  and  make 
reports  of  the  financial  standing  of  the  Committee  to  the  members 
of  the  Committee  as  may  be  required. 

ARTICLE  VII. 

Committees. 

For  the  better  execution  of  their  powers  and  duties,  the 
Committee  shall  appoint  from  its  members,  such  Sub-Committees 
as  occasion  may  require  and  as  they  deem  necessary.     Such  Sub- 
committees shall  serve  for  One  (1)  year  or  until  their  successors 
are  appointed.     The  Committee  shall  define  the  duties  of  each 
Sub-Committee. 

ARTICLE  VIII. 
Amendments. 

These  Guidelines  may  be  altered,  amended  or  repealed  and  new 
Guidelines  may  be  adopted  by  the  Committee  at  any  regular  or  special 
meeting  by  the  affirmative,  votes  of  at  lease  Two-thirds  (2/3)  of 
the  total  number  of  members  of  the  Committee  and  with  the  approval 
of  the  sponsoring  organizations. 

The  foregoing  Guidelines  were  adopted  at  a  meeting  of  the 
members  of  the  Community  Committee  of  the  Greater  Marshfield 
Community  Health  Plan  here  in  the  City  of  Marshfield,  Wisconsin, 

on  the  _______  day  of     ^    ,  1973,  by  unanimous  vote 

of  the  members  then  and  there  pres ent . 
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By: 
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APPROVED:  *  "  '  ".'  : 

ASSOCIATED  HOSPITAL  SERVICE,  INC. 
The  Wisconsin  Blue  Cross  Plan 

By:    '-   " 


SURGICAL  CARE,  The  Blue  Shield  Plan 
of  the  Medical  Society  of  Milwaukee 
County 

By:  

MARSHFIELD  CLINIC 

By:  ;   

ST.  JOSEPH  HOSPITAL  OF  MARSHFIELD, 
WISCONSIN,  INC. 

By:  
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SPECIAL 

The  Greater  Marshfield 
Community  Health  Plan— 
A  Community  Experiment 

RUSSELL  F.  LEWIS,  MD 
Marshfield,  Wisconsin 


On  March  1,  1971,  the  first  group  of  participants 
started  receiving  health  care  under  the  Greater 
Marshfield  Community  Health  Plan  (GMCHP),  a 
prepaid  medical  care  program  jointly  sponsored  by 
the  Marshfield  Clinic,  St.  Joseph's  Hospital,  and 
Wisconsin  Blue  Cross  and  Surgical  Care  Blue  Shield 
of  Milwaukee.  Approximately  one  year  of  negotia- 
tion went  into  preparation  of  the  plan. 

Our  initial  interest  was  stimulated  by  a  strong 
belief  that  public  opinion  was  forcing  the  federal 
government  to  establish  new  pathways  for  accessibil- 
ity of  care  and  to  attemtt  control  of  the  increasing 
cost  of  medical  care.  We  believed  that  most  prepaid 
programs,  health  maintenance  organizations,  and 
other  proposed  solutions  did  not  meet  what  the 
American  public  is  demanding,  namely,  total  com- 
prehensive health  care  at  reasonable  cost  to  every 
citizen  regardless  of  income,  geographic  location, 
or  state  of  health. 

Our  first  objective  was  to  establish  the  cost  of 
high  quality  medical  care  in  this  type  of  program  in 
rural  Wisconsin,  not  to  determine  whether  this  was 
a  better  means  of  deliveri.ig  health  care  services.  Our 
second  objective  was  to  try  making  the  same  com- 
prehensive care  available  to  all  citizens  within  our 
area.  This  report  is  intended  to  outline  what  the 
Greater  Marshfield  Community  Health  Plan  is,  give 
some  historical  background,  report  some  of  our  find- 
ings during  the  first  16  months  of  operation,  and 
comment  on  our  changing  philosophies  and  objec- 
tives. 

Background 

Central  Wisconsin  physicians  were  encouraged  in 
January  1968  by  (at  that  time)  Congressman  Mel- 
vin  R.  Laird,  ranking  Republican  member  of  the 
Health  Subcommittee  of  the  House  Appropriations 
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Committee,  to  do  something  positive  to  meet  health 
care  problems.  Mr.  Laird  contended  that  public 
pressure  was  so  great  that  Congress  would  be  com- 
pelled to  enact  sweeping  health  reform  measures, 
probably  by  1972  but  certainly  no  later  than  1975. 
He  and  we  were  concerned  that  background  infor- 
mation being  utilized  in  Washington  had  been  ac- 
cumulated primarily  from  the  Kaiser,  HIP,  and 
other  plans,  the  only  sources  of  adequate  statistical 
data.  However,  we  felt  that  these  groups  were  selec- 
tive and  not  representative  of  the  population  area 
they  served.  This  and  other  factors  caused  us  to 
question  whether  the  statistics  were  meaningful  in 
our  context. 

Our  interest  led  to  meetings  with  two  Wisconsin 
companies  in  our  area,  Employers  Mutual  Insurance 
Company  of  Wausau  and  Sentry  Insurance  Com- 
pany of  Stevens  Point,  to  discuss  proposals  that 
would  provide  the  entire  population  of  our  area  with 
an  acceptable  comprehensive  plan.  Later,  Wisconsin 
Physicians  Service  (WPS  Blue  Shield)  joined  the 
discussions.  Originally  we  involved  the  physicians 
from  Marshfield,  Wisconsin  Rapids,  Stevens  Point, 
and  Wausau.  After  a  series  of  meetings  and  a  trip 
to  Washington,  the  Department  of  Health,  Educa- 
tion, and  Welfare  suggested  a  survey  in  our  area, 
and  the  Comprehensive  Health  Planning  group  was 
selected.  Meanwhile,  the  Office  of  Economic  Oppor- 
tunity (OEO)  asked  to  be  involved  in  the  survey. 
This  was  cleared  with  Washington  and,  in  the  sum- 
mer of  1968,  OEO  canvassed  households  in  five 
Central  Wisconsin  counties.  The  survey  was  done 
by  the  National  Opinion  Research  Corporation  of 
Chicago  and,  although  it  was  concluded  in  late  1968, 
the  data  became  available  to  us  in  late  1969.  The 
original  HEW  survey  was  contracted  to  the  Rosen- 
feld  firm  of  New  York  and  was  completed  in  early 
1971.  Both  studies  involved  the  same  five  counties 
but  were  totally  different  in  scope. 

During  the  latter  half  of  1968  and  most  of  1969, 
it  became  apparent  that  we  were  just  talking  about 
a  better  insurance  program  at  a  higher  premium. 
We  physicians  were  still  insisting  on  fee  for  service 
and  free  choice  of  physician.  This  made  innovation 
difficult  and,  despite  efforts  of  the  insurance  com- 
panies and  some  of  the  physicians,  the  program 
lacked  sufficient  stimulus  to  keep  going. 

About  three  years  ago  officials  of  the  Wisconsin 
Blue  Cross  volunteered  their  concern  about  the  im- 
pact of  Kennedy-type  proposals  in  Washington.  They 
realized  the  necessity  for  the  private  sector,  repre- 
sented by  groups  like  theirs,  to  prove  their  value  in 
the  health-care  field  or,  perhaps  go  out  of  existence. 
They  suggested  an  experimental  prepaid  program  to 
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prove  their  capabilities  and  to  obtain  some  experi- 
ence. Because  no  other  physicians  practice  in  Marsh- 
field,  we  Clinic  physicians  believed  that  we  could 
retain  our  original  objectives  and  yet  conduct  a 
meaningful  experiment  without  creating  a  problem 
of  competition. 

The  Marshfield  Clinic  at  that  time  was  a  multi- 
specialty  group  of  102  physicians  representing  vir- 
tually all  specialties  and  having  had  a  salary  philoso- 
phy of  equaf  distribution  since  1954.  Located  in 
rural  central  Wisconsin,  the  city  of  Marshfield  is  a 
community  of  15,800  people  having  a  slow  but 
steady  growth.  We  are  fortunate  to  have  St.  Joseph's 
Hospital,  a  well  equipped  modern  facility  with  416 
beds.  Only  three  active  physicians  on  the  Hospital 
staff  are  not  members  of  the  Clinic.  They  are  based 
in  Colby,  a  town  of  1,500  people  20  miles  from 
Marshfield.  The  Marshfield  Clinic  receives  referrals 
from  much  of  northern  Wisconsin  and  upper  Michi- 
gan. The  population  within  a  15-mile  radius  of 
Marshfield  is  about  35,000,  contributes  about  20% 
of  total  Clinic  income  and  represents  a  minimal 
risk,  even  if  a  large  number  should  enroll  in  the 
plan. 

Establishing  the  Plan 

The  program  was  designed  to  provide  total  cover- 
age for  every  person  enrol'  d.  Wisconsin  Blue  Cross 
and  Surgical  Care  Blue  Shield  accepted  our  ideas 
even  though  they  were  not  always  actuarially  sound. 
The  rate  structure  was  developed  jointly  and  was 
limited  by  what  the  insurance  company  deemed  was 
marketable.  We  attempted  to  avoid  the  "catches" 
and  exclusions  so  familiar  to  patient  and  doctor  alike 
in  the  average  insurance  plan.  We  insisted  that  we 
try  to  enrol!  the  entire  population  rather  than  just 
predictably  healthy  and  productive  people. 

We  believed  the  coverage  adequate  but  considered 
the  cost  out  of  reach  of  nost  families  having  in- 
comes less  than  $8,000  a  year.  To  help  such  fami- 
lies, we  went  to  Washington  and  proposed  an  ex- 
perimental federal  subsidy  on  a  sliding  scale  to  sup- 
port the  economically  disadvantaged.  Thanks  to 
help  from  Dr.  Paul  Ellwood,  who  had  just  originated 
the  health  maintenance  organization  (HMO)  con- 
cept, our  reception  was  cordial  but,  in  the  absence 
of  specific  legislation,  received  no  funding. 

A  second  visit  in  September  resulted  in  more  con- 
crete suggestions,  and  we  began  to  formulate  the 
specific  information  requested.  By  the  time  this  was 
completed,  the  people  in  Washington  had  been 
transferred;  and  we  decided  that  we  in  Marshfield 
had  neither  the  capability  nor  the  time  to  do  what 
was  necessary  to  obtain  federal  aid.  Therefore,  we 
employed  a  consulting  firm  that  chose  to  approach 
OEO.  Unfortunately,  our  proposal  was  not  accepted. 

Since  that  time  we  have  been  very  fortunate  in 
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securing  a  grant  from  the  Family  Health  Center 
Program  in  HEW  to  which  we  applied  in  April  1972. 
In  June,  we  were  awarded  slightly  more  than 
$500,000,  renewable  each  year  for  three  years,  to 
help  subsidize  on  a  sliding  scale  those  families  with 
annual  incomes  of  less  than  $7,000.  Currently  we 
are  trying  to  arrange  the  details  and  implement  this 
program  as  an  integral  part  of  the  Greater  Marsh- 
field Community  Health  Plan. 

The  Plan 

Provisions  of  the  Greater  Marshfield  Community 
Health  Plan: 

1.  All  outpatient  Clinic  services  in  full  including 
equipment,  medication,  supplies,  and  profes- 
sional services  rendered  by  physicians  and 
paramedical  personnel; 

2.  Full  outpatient  Hospital  services  and  365  con- 
secutive days  of  inpatient  Hospital  care  per 
admission  including  full  allowance  for  semi- 
private  room  and  100%  of  all  miscellaneous 
Hospital  services; 

3.  Care  in  an  approved  skilled  nursing  facility 
for  convalescent  and  long-term  illness,  if  such 
services  will  contribute  to  the  participant's  re- 
covery from  the  condition,  disease,  or  ailment 
responsible  for  the  hospitalization; 

4.  Services  provided  by  home-visiting  nurses  un- 
der the  direction  of  Clinic  physicians; 

5.  Emergency  out-of-area  care  in  full  at  reason- 
able and  customary  charges; 

6.  Specialized  care  not  available  from  the  Clinic 
or  Hospital  if  such  care  is  deemed  necessary 
by  a  Clinic  physician  and  is  based  on  direct 
referral  from  him; 

7.  Psychiatric  care  for  up  to  70  days  per  period 
of  disability  in  Hospital,  up  to  10  Clinic  visits 
for  each  period  of  disability,  and  renewal  of 
coverage  after  90  days; 

8.  Coverage  from  birth  until  marriage  through 
the  calendar  year  of  age  19  or,  if  full-time 
students,  through  the  calendar  year  of  age  25; 
and 

9.  Coverage  of  totally  and  permanently  disabled 
dependents  without  age  limit. 

Exclusions  of  the  Greater  Marshfield  Community 
Health  Plan: 

1.  Dental  services  other  than  those  provided  by 
the  Clinic's  oral  surgeons; 

2.  Outpatient  drugs; 

3.  Services  covered  by  Workmen's  Compensa- 
tion of  Employer  Liability  Law; 

4.  Care  of  tuberculosis  after  diagnosis; 

5.  Services  of  blood  donor  and  blood  plasma; 

6.  Services  provided  or  available  under  govern- 
ment law; 
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7.  Eye  glasses,  artificial  limbs,  and  cosmetic 
surgery  (except  for  trauma  or  birth  defects); 

8.  Ambulance  service; 

9.  Some  examinations  for  employment,  insur- 
ance coverage,  and  the  like;  and 

10.  Care  rendered  by  an  optometrist  or  podiatrist 
outside  of  the  Clinic. 

During  the  first  enrollment,  all  waiting  provisions 
were  waived.  During  the  second  enrollment,  from 
November  1  to  January  1,  1972,  a  wait  of  270  days 
for  maternity  care  was  in  effect  except  in  the  case  of 
prematurity  or  existing  maternity  coverage  by  an- 
other group  plan. 

Financial  Aspects  of  the  Plan 

Originally  the  Clinic  received  $4.86  as  monthly 
capitation  for  each  participant.  The  Hospital  pre- 
ferred an  allowance  per  diem  for  inpatient  care  and 
compensation  for  care  in  the  emergency  room.  Funds 
were  allocated  for  out-of-area  hospital  and  physi- 
cian services  at  the  usual  and  customary  fees  for 
illness  or  accident  outside  of  our  service  area.  Pro- 
vision also  was  made  for  referral  of  patients  out  of 
the  area  for  services  not  available  in  Marshfield. 
Blue  Cross  received  administrative  expenses  and 
budgeted  equal  amounts  for  marketing  and  admin- 
istration. These  were  the  Plan's  original  allocations: 

Clinic   $  4.86 

Hospital   $  6.65* 

Blue  Cross   $  1.00 

Out-of-Area  Services  __  $  .69 

Referred  Out-of-Area _.  $  .26 

Total  J  $13.46  per  person 

*  Equivalent  to  $71  per  day  plus  emergency  room 
charges 

The  average  family  size  in  our  area  is  3.7  indi- 
viduals and  this  multiplied  by  $13.46  yielded  a 
monthly  premium  of  $49.80  per  family.  The  indi- 
vidual monthly  premium  was  arbitrarily  set  at  $17, 
too  low  in  retrospect.  The  Hospital  subcontracted 
for  nursing-home  care  (excluding  custodial  care) 
on  a  2:1  basis  and  home-nursing  service  on  a  5:1 
basis. 

Initially  we  decided  that,  if  we  did  not  utilize  the 
calculated  hospital  services,  the  surplus  would  be  ap- 
plied to  any  loss  sustained  by  any  partner.  Surpluses 
beyond  that  would  be  divided  50%  to  the  Clinic, 
25%  to  St.  Joseph's  Hospital,  and  25%  to  Blue 
Cross/Blue  Shield.  The  latter  would  use  their  portion 
of  surplus  to  recover  their  expense  of  the  develop- 
mental program.  Any  excess  beyond  that  would  stay 
within  the  community  or  the  Plan.  If  the  money  ob- 
tained from  the  original  contract  did  not  cover 
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rendered  services,  it  was  agreed  contractually  that 
this  could  be  recovered  in  later  years. 

Enrollees 

The  first  group,  about  1500,  was  the  Marshfield 
Clinic  physicians  and  employees  and  their  families 
who  joined  March  1,  1971.  St.  Joseph's  Hospital 
employees  and  families,  about  1600,  became  mem- 
bers April  1.  Open  enrollment  lasted  until  July  1, 
1971,  during  which  time  a  sincere  effort  was  made 
by  Blue  Cross  to  contact  all  groups  and  every  per- 
son within  the  selected  geographic  area.  Anyone 
under  65  could  join  if  he  could  pay  the  premium. 
There  were  no  waivers  or  exclusions  for  pre-existing 
conditions.  The  second  open  enrollment  lasted  from 
November  1,  1971,  to  January  1,  1972.  Enrollment 
is  closed  periodically  to  prevent  individuals  from 
delaying  enrollment  until  illness  occurs.  The  third 
open  enrollment  lasted  from  May  1,  1972,  to  July  1, 
1972. 

Some  Features  of  the  Plan 

First  dollar  coverage;  no  deductibles.  This  was 
based  on  previous  experience  convincing  us  that 
deductibles  would  have  to  be  substantial  before  they 
would  affect  the  utilization.  In  our  experience,  peo- 
ple in  our  area  do  not  like  to  come  to  the  Clinic 
or  Hospital  unnecessarily,  so  we  started  with  only 
minor  worries  about  over-utilization.  Also,  in  our 
experience,  cost  of  collecting  deductibles  made  their 
use  unfeasible. 

Free  choice  of  physician  within  the  Clinic  and  the 
area.  Patients  calling  or  coming  to  the  Clinic  for  an 
appointment  were  handled  just  as  they  had  been 
before  the  Plan.  This  meant  free  choice  of  physi- 
cian. One  of  our  first  and  most  important  experiences 
reaffirmed  our  fundamental  belief  that  patients  want 
free  choice.  This  is  illustrated  by  the  community 
of  Spencer  and  farm  areas  between  Marshfield  and 
Colby  where  a  three-man  group  has  a  large  office 
practice  and  is  on  the  St.  Joseph's  Hospital  active 
medical  staff.  Many  people  preferred  the  Colby 
Clinic  for  their  primary  care  but  came  to  the  Marsh- 
field Clinic  for  what  they  considered  more  com- 
plicated medical  needs.  As  originally  outlined,  the 
Plan  would  not  have  allowed  them  to  utilize  the 
Colby  Clinic  without  paying  separate  fees  for  serv- 
ice. Because  of  our  long-standing  association  with 
these  physicians,  it  seemed  simpler  to  reimburse 
them  on  a  fec-for-scrvice  basis  using  their  usual 
and  customary  charges. 

This  procedure  was  adopted  and  subscribers  now 
have  a  choice  between  the  Marshfield  Clinic  and 
the  Colby  Clinic.  Once  a  month  the  Colby  Clinic 
bills  the  Marshfield  Clinic  for  services  rendered 
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and  is  paid  out  of  the  capitation  received  by  the 
Marshficld  Clinic.  Since  that  time  we  have  made 
a  similar  agreement  with  Dr.  Frederick  Krocplin, 
a  general  practitioner  with  an  office  practice  in 
Stratford,  and  with  Dr.  Robert  Capling,  an  osteo- 
pathic physician  with  an  office  practice  in  Pittsville, 
17  miles  south  of  Marshfield.  These  men  have  been 
on  the  hospital  courtesy  staff  for  some  time.  On 
July  1,  1972,  Dr.  Morgan  Ellis,  an  osteopathic 
physician  from  Abbotsford,  22  miles  north  of  Marsh- 
field,  joined  the  Plan,  slightly  expanding  our  geo- 
graphic area.  O 

"Anonymity"  of  patient.  We  have  studiously 
avoided  any  method  of  conveying  a  patient's  method 
of  payment  to  the  physician.  Unless  the  patient  re- 
veals this  or  the  physician  happens  to  know  the  pa- 
tient works  at  the  Hospital  or  the  Clinic,  the  physi- 
cian does  not  know  the  patient's  method  of  pay- 
ment. We  have  stressed  this  because  we  did  not  want 
to  alter  the  pattern  of  care,  nor  did  we  want  to  be 
accused  of  giving  second-class  medicine  to  any 
member  of  the  Plan.  We  have  made  no  effort  to 
send  patients  to  any  specific  physicians  or  to  use 
physician  assistants. 

Community  participation.  At  the  suggestion  of 
Blue  Cross,  a  Community  Committee  was  estab- 
lished once  the  Plan  got  underway.  They  were  told 
that  they  were  not  to  be  a  rubber  stamp  but  were 
to  advise  actively.  To  date,  after  spending  a  good 
deal  of  time  getting  acquainted  with  the  plan,  decid- 
ing objectives  of  the  Committee,  establishing  by- 
laws, and  the  like,  they  have  made  some  excellent 
contributions  including  the  shaping  of  some  of  our 
philosophies.  We  anticipate  a  much  more  important 
role  by  the  Committee  as  we  start  adding  other  serv- 
ices, public  relations,  and  the  like.  Currently  the 
Committee  is  chaired  by  Dr.  Norbert  E.  Koopman, 
Dean  of  the  University  or  Wisconsin  Center  (in 
Marshfield)  and  consists  of  representatives  from  the 
clergy,  industry,  labor,  farming,  small  communities, 
government  agencies,  and  others. 

Special  Groups 

Title  19.  The  State  Department  of  Industry,  La- 
bor and  Human  Relations  has  expressed  a  willing- 
ness to  participate  in  an  experimental  program. 
However,  Wisconsin  law  forbids  payment  for  serv- 
ices before  they  are  rendered.  A  modification  of 
this  law  was  proposed  in  the  1972  Legislature.  No 
one  opposed  it,  and  we  anticipate  passage  in  the 
1973  session. 

Title  18 — Medicare.  We  chose  to  wait  for  pas- 
sage of  HR-1  and  expect  now  to  actively  pursue 
incorporating  this  group  in  the  Plan. 

"The  near  poor."  Our  major  disappointment  to 
date  has  been  failure  to  make  the  program  available 
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to  people  who  cannot  afford  to  enroll.  As  mentioned 
previously,  the  Family  Health  Center  has  just 
granted  funds  to  help  those  people  not  on  welfare 
(Title  19)  but  whose  family  incomes  are  $7,000  or 
less  a  year.  These  federal  funds  will  pay  a  portion 
of  the  premium  on  a  sliding  scale.  At  present  we  are 
negotiating  to  enroll  this  group  as  regular  members 
of  the  Plan  so  that  they  will  receive  exactly  the 
same  benefits  and  same  care  as  any  other  Plan  mem- 
ber. This  will  require  a  waiver  in  the  grant,  but  we 
are  optimistic.  An  estimated  3,000  to  5,000  indi- 
viduals are  in  this  group. 

Plans  for  Expansion 

When  the  program  started  we  wanted  to  keep  the 
geographic  area  well  defined.  Addition  of  physicians 
in  the  area  did  cause  minimal  expansion.  Some  par- 
ticipants living  35  miles  from  Marshfield  are  en- 
rolled in  the  Plan  through  group  plans  of  employers. 
Apparently  some  of  these  people  have  shifted  their 
medical  base  from  local  family  physicians  to  the 
Clinic  in  order  to  enjoy  the  financial  advantage.  As 
a  result,  we  have  discussed  methods  of  solving  this 
problem  with  some  of  the  physicians  in  the  nearby 
communities.  Basically,  however,  we  still  believe 
that  the  Marshfield  Clinic  cannot  offer  primary  care 
to  people  living  more  than  20  to  25  miles  away. 

Results 

Financial.  During  the  first  16  months  of  opera- 
tion from  March  1,  1971  through  June  30,  1972, 
the  Marshfield  Clinic's  contingent  liability  or  loss 
was  more  than  $409,000  and  St.  Joseph's  Hospital's 
more  than  $73,000.  The  Clinic  and  Hospital  loss 
represents  the  cost  of  delivering  the  care  plus  4%, 
a  concept  established  at  the  start.  Had  the  physicians 
received  fee-for-service  for  services  rendered,  the 
contingent  liability  would  have  been  slightly  more 
than  $500,000.  We  attempted  to  make  this  figure 
accurate  by  considering  uncollectable  debts,  reduc- 
tion in  administrative  paper  work,  and  the  like,  and 
discounted  a  considerable  sum  for  over-utilization 
on  the  part  of  Clinic  physicians,  their  families,  Clinic 
employees,  and  their  families.  These  first  16  months 
reestablished  the  fact  that  physicians  and  Clinic  em- 
ployees utilize  medical  services  more  than  anyone 
else.  Before  the  Greater  Marshfield  Community 
Health  Plan,  these  services  were  free. 

Because  the  original  calculation  for  hospitaliza- 
tion was  based  on  0.825  days  annually  per  person 
and  the  actual  utilization  was  0.732,  some  excess 
money  accumulated.  In  addition,  the  out-of-area 
and  refcrred-out-of-area  services  were  less  than  those 
budgeted.  These  surpluses  plus  accumulated  interest 
totaled  about  $170,000  from  which  the  Clinic  will 
receive  about  $  1 30,000.  This  means  that  the  Marsh- 
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field  Clinic  lost  about  $280,000  in  the  first  16 
months.  Why? 

1.  Obvious  errors  in  the  original  calculation  based 
on  previous  experience,  during  which  time  the 
costs  of  medical  care  increased  rapidly. 

2.  An  error  in  judgment  by  some  of  us  physicians 
who  publicly  discussed  the  Plan.  A  family  of 
two  was  enrolled  for  $34  (two  single  member- 
ships) because  this  seemed  logical.  By  the 
time  the  insurance  company  told  us  that  this 
was  not  financially  feasible,  we  felt  morally 
committed.  Blue  Cross  estimated  that  this 
commitment  cost  us  approximately  $108,000 
during  the  first  year  of  operation. 

3.  Enrolling  anyone  with  a  medical  problem.  The 
Plan  appealed  to  those  individuals  who  were 
sick  or  had  large  anticipated  medical  costs. 
However,  despite  rumors,  people  have  not 
moved  to  Marshfield  to  take  advantage  of  the 
Plan. 

4.  Large  families  in  the  Plan.  The  premium  was 
based  on  a  family  size  of  3.7  members  per 
family  when,  in  fact,  the  size  is  4.9.  This  did 
not  include  the  two-member  families  enrolled 
as  two  singles. 

5.  The  Plan's  experimental  nature.  No  effort  was 
made  to  contain  costs  because  we  wanted  data 
to  establish  the  maximum  sum  currentiy  re- 
quired for  care  of  the  greatest-risk  group  in 
our  area,  at  least  among  those  who  could  af- 
ford the  premium. 

6.  Marshfield's  typical,  rural,  midwest  conserva- 
tism. Many  groups  and  small  industries,  unions, 
and  the  like  adopted  the  attitude  of  wait  and 
see.  Also,  union  contracts  often  run  for  two 
and  three  years,  so  these  larger  organizations 
with  healthier  people  were  unable  to  enroll 
initially. 

Utilization 

To  date  the  computer  has  cumulated  much  in- 
formation, the  significance  and  evaluation  of  which 
are  being  studied  by  Dr.  John  Mitchell.  We  ex- 
pected increased  utilization  in  the  Plan  because 
some  of  the  subscribers  were  ill  from  the  start. 
Perhaps  for  this  reason  physicians  did  not  subjec- 
tively feel  that  patients  were  over-utilizing  the  Plan. 
We  divide  our  participants  into  four  major  groups. 

1.  Clinic  physicians  and  employees. 

2.  Hospital  employees. 

3.  Group  participants. 

4.  Non-group  participants  (individuals  who  pur- 
chased their  own  insurance). 
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The  Clinic  group  utilizes  our  services  at  a  higher 
rate  than  the  others.  As  might  be  expected,  the  non- 
group  members  are  second.  Many  of  these  have 
been  unable  to  get  other  health  insurance  because 
of  pre-existing  conditions,  often  serious,  and  have 
taken  advantage  of  open  enrollment  periods  to  en- 
roll. Third  in  utilization  are  the  Hospital  employees, 
and  last  are  the  members  of  groups. 

If  the  Clinic's  patients  were  grouped  by  method  of 
payment,  initial  data  seem  to  indicate  the  greatest 
use  of  outpatient  facilities  by  Medicare  patients, 
next  by  Medicaid  patients,  next  by  Greater  Marsh- 
field  Community  Health  participants,  and  least  by 
fee-for-service  patients.  The  latter  group  includes 
those  not  insured  as  well  as  those  in  other  insurance 
programs. 

Hospital  utilization  has  already  been  mentioned. 
It  did  not  change  materially  during  the  first  year  of 
the  Plan.  Before  the  Plan,  the  state  rate  quoted  by 
Blue  Cross  was  1.1  days  annually  per  person.  In 
the  general  area  of  the  Plan,  it  was  0.825,  and  some- 
what less  in  Marshfield.  GMCHP  participants  uti- 
lized the  hospital  during  the  first  16  months  at  a 
rate  of  0.732  days  per  person  per  year.  The  physi- 
cians and  hospital  made  no  effort  to  reduce  hospi- 
talization during  this  time. 

Compared  with  patients  not  enrolled  in  the  Plan, 
departmental  utilization  based  on  percentage  of  total 
fees  showed  only  a  few  minor  variations.  Radiology 
and  the  laboratory  provided  15%  and  14%  of  serv- 
ices respectively,  on  either  basis.  Perhaps,  the  most 
striking  feature  was  in  Oral  Surgery  which  repre- 
sented 6%  of  Plan  services,  but  less  than  2%  of 
fee-for-service.  Both  Pediatrics  and  Obstetrics/Gyn- 
ecology  showed  slightly  higher  usage  by  Plan  par- 
ticipants as  anticipated.  Cardiovascular  and  Thoracic 
Surgery  represented  a  dramatically  greater  percent- 
age of  fee-for-service  patients  as  would  be  expected 
due  to  the  referral  nature  of  this  type  of  problem. 

Physician  Reactions 

Because  our  situation  is  unique,  it  is  difficult  to 
obtain  meaningful  physician  reactions.  Basically  we 
doctors  have  seen  no  change  in  our  pattern  of  de- 
livering services.  We  do  not  know  which  patients 
belong  to  the  Plan.  Patients  have  free  choice  of 
physician.  The  major  reaction  came  at  the  end  of 
the  first  year  when  it  was  determined  that,  had  we 
charged  Plan  members  fee-for-service,  we  would 
have  received  slightly  more  income.  As  might  be 
expected,  the  reaction  was  unfavorable.  However, 
it  did  not  materially  alter  our  take-home  pay  be- 
cause we  all  received  full  annual  salary  plus  a  little 
more.  Again,  several  problems  were  obviated  by  the 
fact  that  we  have  a  group  practice  and  an  equal 
salary  program  which  is  not  affected  by  a  physician 
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taking  care  of  patients  in  the  Plan.  It  is  my  belief 
that  the  HMO  concept,  as  it  generally  exists  here 
and  elsewhere,  has  not  provided  substantial  incentive 
for  physician  involvement.  The  best  argument  for 
physician  involvement  is  the  continuing  one,  "If  you 
don't  do  something  about  this,  the  Government  will 
do  something  for  you."  Whether  this  philosophy  is 
adequate  or  acceptable  is  certainly  open  to  debate. 

Patient  Reactions 

With  very  few  exceptions,  patient  reaction  to  date 
has  been  highly  favorable.  It  is  significant  that,  to 
our  knowledge,  few  left  the  Plan  in  response  to  our 
increasing  the  premium.  Generally  speaking,  we  be- 
lieve that  the  Plan  has  produced  some  of  our  finest 
public  relations. 

New  Rate  Structure 

When  we  reviewed  our  rate  based  on  the  first 
year's  experience,  we  established  a  new  structure 
starting  July  1,  1972.  Our  comptroller  computed  a 
monthly  cost  of  about  $7.70  per  person  for  the  care 
rendered  by  the  physicians  and  Clinic  during  the 
first  16  months.  Based  on  this  experience,  increased 
costs,  and  other  projections,  our  initial  calculation 
would  have  established  a  monthly  rate  near  $64  per 
family.  Because  this  was  believed  too  high  by  the 
Community  Committee  and  the  marketing  group, 
we  agreed  on  $56.90  monthly  per  family  and  $25.95 
monthly  per  individual,  broken  down  as  follows: 


Clinic  Capitation   $  7.50 

Hospital   $  5.84* 

Referral  Out-of-Area   $  .41 

Blue  Cross   $  .90 


Total   $14.65 


♦Equivalent  to  $90  per  day  plus  emergency  room 
charges 

A  word  of  explanation  about  each  of  these.  The 
capitation  will  be  paid  monthly  as  listed.  However, 
in  addition  the  Clinic  has  $0.46  deferred  capitation 
per  participant  per  month  billed  into  the  premium. 
This  will  be  paid  in  December  and  July  if  money 
is  available  in  the  fund.  The  Hospital  figures  include 
both  inpatient  and  outpatient  care.  The  inpatient 
services  are  based  on  the  first  year's  utilization  rate 
of  0.732  days  per  patient  year.  If  money  is  available 
in  December  and  July,  they  will  receive  up  to  $0.03 
per  patient  more  per  day  for  outpatient  care.  The 
cost  of  referral  and  out-of-area  emergency  services 
which  originally  accounted  for  $0.95  of  the  premium 
has  been  reduced  to  $0.41  based  on  the  first  year's 
experience  with  $0.03  more  allotted  if  needed  and 
available.  The  administrative  charge  for  Blue  Cross 
has  been  reduced  to  $0.90  and,  If  available,  Blue 
Cross  will  receive  an  extra  $0.10  per  participant. 
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II"  capitation  deferred  is  added  to  the  $14.65  paid, 
the  total  monthly  capitation  is  slightly  higher  than 
that  listed  above,  and  it  is  this  multiplied  by  3.7 
that  established  the  family  rate  of  $56.90. 

We  also  agreed  that  we  would  no  longer  sell  two 
single  policies  to  a  husband  and  wife.  They  now 
purchase  the  family  program. 

A  very  significant  change  in  the  basic  concept  has 
occurred,  however.  That  is,  we  have  agreed  to  a 
capitation  arrangement  by  which  we  can  receive  up 
to  the  foregoing  figures  as  a  maximum  but  can  re- 
cover no  loss.  Therefore,  Hospital  and  Clinic  now 
operate  at  a  greater  risk.  If  money  is  left  over,  it 
will  probably  be  used  initially  to  recover  the  losses 
incurred  during  the  first  16  months  of  operation. 
Eventually,  any  surplus  would  be  utilized  to  add 
more  service  or  to  stabilize  the  rate. 

Philosophy 

Government  and  health  planners  have  been  pro- 
posing the  prepaid  approach  with  the  HMO  philoso- 
phy so  that  the  incentive  will  be  to  cut  costs  by 
providing  fewer  services  and  utilizing  preventive 
medicine.  Physicians  would  profit  by  avoiding  over- 
utilization,  whereas,  under  the  traditional  fee-for- 
service  arrangement,  the  incentive  has  been  to  pro- 
vide more  services  for  patients.  This  produces  a 
real  quandary  ibout  continuing  maintenance  of  high 
quality  medical  care.  However,  it  is  possible  that 
we  may  be  able  to  save  the  patient  costly  duplica- 
tion of  diagnostic  and  treatment  services  by  closer 
supervision. 

As  a  referral  center,  we  cannot  afford  to  miss  any 
diagnosis  by  ignoring  the  laboratory,  radiology,  and 
full  consultation  advantages  that  exist  within  our 
group.  We  do  not  identify  our  patients  as  members 
or  non-members  of  the  Plan.  But  we  can  identify 
the  patient  as  living  within  our  geographical  service 
area.  We  believe  we  can  avoid  some  costly  diag- 
nostic tests  on  an  initial  visit  for  people  from  our 
area  since  they  will  return  if  they  need  more  medi- 
cal care.  Our  group  of  physicians  is  so  indoctrinated 
with  the  type  of  medicine  practiced  here  for  years 
that  we  have  no  major  concerns  about  the  quality 
of  care  suffering  as  long  as  we  remain  in  control. 

Having  determined  that  we  will  sincerely  try  to 
accept  the  philosophy  of  prepayment  and  capita- 
tion, we  are  making  a  number  of  adjustments  so 
that  we  can  live  and  (we  hope)  grow  with  little 
change  in  our  present  capitation  figure. 

1.  We  will  try  to  reduce  the  cost  of  medical  care 
to  people  within  our  primary  care  area,  pri- 
marily by  educating  our  physicians  to  think 
in  these  terms  and  by  reviewing  hospital  utili- 
zation and  duration  of  hospital  stay.  We  be- 
lieve that  the  Home  Nursing  Service  which 
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was  not  utilized  during  the  first  16  months 
may  provide  help  with  this  problem. 
2.  We  will  try,  for  what  it  may  be  worth,  to  edu- 
cate our  patients  about  how  to  use  health-care 
services  more  effectively  and  get  involved  in 
preventive  medicine,  particularly  immuniza- 
tions, "Pap"  smears,  family  planning,  and  the 
like.  We  hope  to  accomplish  some  of  this  by 
a  monthly  newsletter  to  subscribers  written 
primarily  by  our  physicians. 

General  Conclusions 

We  believe  that  the  citizens  of  the  United  States 
today  have  "a  right  to  access  to  good  health  care" 
as  outlined.  We  believe  it  necessary  for  the  medical 
profession  to  deliver  as  comprehensive  total-quality 
care  to  all  people  as  is  possible.  There  must  be  a 
system  that  will  provide  accessibility  of  health  care 
for  all  and  which  will  ensure  that  the  already  sick 
and  poor  get  adequate  care.  For  that  reason,  we 
embarked  on  our  prepaid  capitation  program  as  an 
experiment  to  see  if  it  offered  satisfactory  alterna- 
tives. The  answer  is  still  unknown. 

If  we  can  expand  our  coverage  to  Title  18,  Title 
19,  and  the  "near  poor,"  this  approach  seems  to 
have  the  advantage  of  maintaining  dignity  of  all 
those  enrolled  by  providing  accessibility  and  equal 
care. 

We  believe  that  both  fec-for-service  and  prepaid 
programs  can  be  operated  in  a  single  medical  set- 
ting and  can  be  mutually  beneficial  to  all  patients. 
This  is  facilitated  by  group  practice. 

We  believe  it  is  vital  to  develop  a  peer  review 
mechanism  that  will  emphasize  quality  as  an  in- 
centive as  well  as  reducing  costs. 

It  is  difficult  to  reconcile  the  philosophy  of  pre- 
ventive medicine  as  an  advantage  of  the  HMO  con- 
cept; that  is,  our  physicians  and  employees  receiv- 
ing benefit  of  preventive  medicine  for  many  years 
are  the  most  expensive  to  'ake  care  of. 

We  believe  that  physiciai  s  and  hospitals  must  get 
actively  involved  in  the  evolutionary  process  that  is 
taking  place  in  medicine.  If  they  stand  by  as  spec- 
tators or  technicians,  the  political,  governmental, 
and  consumer  forces  will  undoubtedly  make  radical 
changes  in  the  delivery  and  financing  of  medical 
services  which  might  not  be  in  the  best  interest  of 
our  patients. 

We  jumped  rather  precipitously  into  our  program 
after  years  of  discussion  but  not  much  experience 
in  planning.  We  feel  we  have  learned  a  lot  and,  in 
retrospect,  are  happy  that  we  proceeded  early. 
Although  we  might  have  avoided  some  problems, 
at  least  we  feel  we  are  much  farther  ahead  now  than 
we  would  be,  had  we  continued  to  plan  in  depth. 

We  are  grateful  to  the  Wisconsin  Regional  Medi- 
cal Program  for  its  help  in  funding  a  subsection 


within  our  Foundation  which  is  studying  these  areas 
in  detail  and  from  whom  will  come  a  number  of 
reports  in  the  next  year. 

It  is  my  belief  that  prepaid  capitation  for  an  area 
like  ours  can  be  a  voluntary  mechanism  for  provid- 
ing maximum  medical  services  to  all  by  spreading 
the  risk  to  all.  This,  of  course,  is  in  contrast  to  the 
history  of  insurance  programs  which  have  stressed 
taking  in  well  people  and  letting  the  poor  and  ill 
fend  for  themselves.  If  this  mechanism  proves  suc- 
cessful, I  believe  it  may  be  a  desirable  alternative 
to  federal  control  which,  by  and  large,  is  less  sensi- 
tive to  local  needs  and  is  considerably  more  ex- 
pensive. 

It  is  almost  impossible  to  acknowledge  all  of  the 
other  individuals  who  worked  to  get  this  program 
going  and  keep  it  in  effect.  We  want  to  especially 
thank  Mr.  David  Jaye  and  the  Sisters  of  the  Sorrow- 
ful Mother  representing  St,  Joseph's  Hospital,  Mr. 
David  Neugent  and  his  associates  from  Wisconsin 
Blue  Cross-Blue  Shield  for  their  partnership  and 
contributions.  Special  mention  should  go  to  Dr.  Ben 
Lawton,  President  of  the  Marshfield  Clinic  when 
this  Plan  was  instituted,  for  his  leadership,  and  to 
Dr.  David  Ottensmeyer,  the  current  President,  for 
his  leadership  in  the  modifications.  Mr.  Floyd  Detert 
and  Mr.  Brad  Larsen,  former  Administrator  and 
Assistant  Administrator  respectively,  contributed 
greatly  in  the  initial  phases  of  the  planning  and  the 
establishment  of  our  Plan.  Dr.  John  Mitchell  and 
Mr.  Bill  Murray  have  been  responsible  for  many  of 
the  statistics  and  will  be  reporting  more  in  the  fu- 
ture. Dr.  Frank  Lohrenz  and  Dr.  G.  Stanley  Custer 
also  helped  in  this  respect.  Mr.  James  Ensign,  the 
Clinic's  new  Executive  Director,  has  taken  over 
many  aspects  of  the  Plan.  Mr.  Donald  Nystrom  has 
been  in  charge  locally  at  the  Clinic  in  the  admin- 
istration portion.  Mr.  Frederick  Wenzel  from  the 
Marshfield  Clinic  Foundation  has  contributed,  par- 
ticularly to  the  Family  Health  Center  grant.  Special 
thanks  go  to  all  of  these  people  who  helped  in  writ- 
ing this  paper,  especially  Dr.  Gerald  Porter  and  Mr. 
Albert  Zimmermann.  □ 
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THE  GREATER  MARSHFTELD  COMMUNITY  HEALTH  PLAN 

With  the  rising  cost  of  health  care  and  shortage  of  physicians  and 
paramedical  personnel,  attention  has  been  increasingly  directed  to 
alternative  means  of  financing  and  organizing  health  services. 
Considerable  attention  is  currently  being  focused  on  prepaid  group 
practice  plans. 

The  federal  government  is  urging  the  health  industry  to  participate 
in  changes  and  innovations  which  show  promise  for  improving  the 
availability  of  care  and  controlling  costs.    The  congress  and  the 
administration  are  encouraging  prepaid  group  practice.    Business  and 
labor  leaders  are  also  interested  in  the  exploration  of  health  care 
innovations . 

St.  Joseph's  Hospital,  the  Marshfield  Clinic,  the  Wisconsin  Blue 
Cross  Plan,  and  Surgical  Care  Blue  Shield  spent  considerable  time 
in  planning  and  reviewing  existing  information  and  programs.  A 
prepaid  group  practice  program  has  been  made  available  to  Marshfield 
and  the  Immediate  area.    The  Hospital  and  Clinic,  by  making  their 
services  more  readily  available  through  prepayment,  expect  to 
better  serve  the  Marshfield  community.    There  is  agreement  that  it 
is  time  for  greater  unity  of  purposes  and  programs  among  community 
oriented  institutions.    The  concept  of  prepaid  group  practice  appears 
to  be  a  constructive  program  that  offers  residents  an  opportunity  to 
obtain  comprehensive  health  care. 
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-  2  - 

Sponsorship  of  a  prepaid  group  practice  in  the  Ifershfield  area  is 
guided  by  these  objectives: 

1.  To  provide  a  broad  range  of  services  with  emphasis 
placed  on  the  prevention  of  illness,  early  disease 
detection,  health  maintenance,  and  alternatives  to 
inpatient  services. 

2.  To  provide,  through  the  prepayment  mechanism,  the 
opportunity  to  reduce  costly  paperwork. 

3.  To  minimize  rising  health  care  costs. 

4.  To  encourage  the  use  of  extended  care  facilities  and 

a  home  care  program  whenever  inpatient  hospitalization 
no  longer  is  necessary. 

A  community  advisory  committee  has  been  formed,  based  on  recommendations 
of  the  Clinic,  the  Hospital  and  others.    This  committee,  with  represen- 
tation from  employers,  unions,  farm  groups,  community  groups,  and 
consumers,  assists  in  gathering  support  for  the  project,  providing 
feedback  and  suggesting  further  approaches  keyed  to  the  needs  of  the 
ccBUiunity . 

The  program,  which  began  March  1,  197$,  is  a  community-wide  effort  to 
solve  its  health  needs  with  an  organized  approach  that  makes  maximum 
use  of  existing  manpower    and  facilities. 
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SPECIAL  ARTICLE 


IMPACT  OF  MEMBERSHIP  IN  AN  ENROLLED,  PREPAID  POPULATION  ON 
UTILIZATION  OF  HEALTH  SERVICES  IN  A  GROUP  PRACTICE 

Joel  H.  Broida,  Sc.D.,  Monroe  Lerner,  Ph.D.,  Francis  N.  Lohrenz,  M.D., 
and  Frederick  j.  Wenzel,  B.S. 


Abstract  Members  of  prepaid  group-practice  med- 
ical-care plans  are  believed  to  use  more  ambula- 
tory, but  fewer  inpatient,  services  than  populations 
served  by  fee-for-service  practitioners.  It  is  not 
known  whether  these  differences  are  attributable  to 
the  prepayment  aspects  of  the  plan  or  to  other  cir- 
cumstances. We  studied  the  impact  on  use  of 
services  of  only  one  factor — prepayment  at  the 
Marshfield  Clinic,  Wisconsin — with  all  other  factors, 
including  group  practice,  held  constant.  The  findings 

THE  medical-care  literature  is  replete  with  empirical 
studies  reporting  that  persons  enrolled  in  prepaid 
group  practices  use  a  greater  volume  of  ambulatory-care 
services  and,  perhaps  as  a  consequence,  a  lesser  volume  of 
inpatient  services  than  comparable  populations  receiving 
their  medical  care  through  traditional  fee-for-service  so- 
lo-practice arrangements.1-7  This  pattern  of  differential 
use  has  by  now  become  the  "conventional  wisdom"  in  the 
medical-care  field,  and  this  wisdom,  in  turn,  has  apparent- 
ly become  the  basis  for  public  policy  formulation  regard- 
ing health-maintenance  organizations  (HMO's). 

However,  the  medical-care  literature  generally  fails  to 
distinguish  between  prepayment  and  group  practice  as 
causal  factors  producing  these  differentials,  and  we  have 
been  unable  to  find  any  literature  in  which  the  problem  is 
specifically  addressed.  This  may  be  a  serious  omission 
because  implementation  of  the  "HMO  strategy"  as  public 

From  the  Department  of  Medical  Care  and  Hospitals,  School  of  Hygiene 
and  Public  Health,  Johns  Hopkins  University.  Baltimore,  MD,  the  Marsh- 
field  Clinic  Foundation  for  Medical  Research  and  Education,  Marshfield, 
WI,  and  the  Bureau  of  Health  Services  Research,  Health  Resources  Ad- 
ministration, 5500  Fishers  Lane,  Rockville,  MD  20852.  where  reprint  re- 
quests should  be  addressed  to  Dr.  Broida. 


were  derived  from  the  experience  one  year  before, 
and  two  years  after,  the  initiation  of  the  prepaid  pro- 
gram. Results  showed  that  prepayment  alone  re- 
sulted in  significant  increases  in  both  inpatient  and 
ambulatory  care  (about  100  per  cent  in  ambulatory- 
care  visits,  75  per  cent  in  hospital  discharges,  and  60 
per  cent  in  hospital  days).  These  increases  were  far 
greater  than  comparable  increases  in  the  fee-for-ser- 
vice population  served  by  the  Clinic.  (N  Engl  J  Med 
292:780-783,1975) 

policy  may  realistically  require,  at  least  initially  and  in 
some  parts  of  the  country,  that  HMO's  be  superimposed 
on  existing  fee-for-service  group  practices  rather  than 
that  they  be  established  de  novo.  If  group  practice  rather 
than  prepayment  is  primarily  responsible  for  the  ob- 
served differentials,  superimposition  of  prepayment  on 
existing  fee-for-service  group  practices  may  not  produce 
the  intended  consequence  of  an  increase  in  ambulatory 
care  and  a  decrease  in  inpatient  care. 

The  present  study  was  able  to  address  this  problem 
directly  by  taking  advantage  of  a  "natural"  laboratory  set- 
ting. In  the  spring  of  1971  the  Marshfield  Clinic,  a  fee-for- 
service  group  practice  in  Wisconsin,  began  operation  of  a 
prepayment  arrangement  covering  only  a  portion  of  the 
population  usually  served  by  it.  The  remainder  continued 
receiving  services  under  their  customary  arrangements, 
so  that  for  the  two-year  period  covered  by  this  study  both 
populations  existed  side  by  side,  each  receiving  services  by 
the  same  physicians  and  in  the  same  setting.  The  Marsh- 
field Clinic  had  been  routinely  collecting  data  on  use  of  its 
services  before  initiation  of  the  new  arrangements,  and  it 
continued  to  collect  data  subsequently.  Because  of  the  im- 
portant public  policy  ramifications  of  these  data,  the  Clinic 
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when  approached  kindly  offered  the  use  of  them  for 
health-care  research  purposes,  and  acknowledgment  is 
hereby  gratefully  made  to  the  Clinic* 

Background — the  Marshfield  Clinic 

The  Marshfield  Clinic  is  a  fee-for -service  multi-spe- 
cialty medical  group  practice  of  long  standing  (in  opera- 
tion since  1916)  with  about  130  physicians,  all  remuner- 
ated by  salary,  on  its  staff.  Its  location  is  in  the  city  of 
Marshfield  in  Central  Wisconsin.  In  addition  to  its  role  as  a 
referral  center  for  Central  and  Northern  Wisconsin,  it 
serves  a  large  primary  population — about  48,000 — con- 
sisting of  residents  of  Marshfield  and  a  rural  and  semi- 
rural  population  that  covers  approximately  a  20-mile 
(32-km)  radius  (the  Greater  Marshfield  Area).  Within  this 
area,  the  clinic  physicians  constitute  the  sole  source  of 
medical  care  except  for  six  private  physicians  who  practice 
in  small  towns  at  the  periphery  of  the  service  area.*  All 
persons  residing  within  the  area  are  served  by  St.  Joseph's 
Hospital,  a  416-bed  community  general  hospital  located 
within  the  city  of  Marshfield,  and  most  were  covered  by 
Blue  Cross  and  Blue  Shield  or  commercial  insurance  car- 
riers (or  both)  under  standard  arrangements  (i.e.,  exclud- 
ing home  and  office  visits).  In  March,  1971,  the  Marsh- 
field Clinic  began  operation  of  a  prepayment  program 
(the  Greater  Marshfield  Community  Health  Plan)  as  a 
joint  venture  with  St.  Joseph's  Hospital  and  the  Wisconsin 
Blue  Cross  and  Surgical  Blue  Shield  of  Milwaukee.  The 
prepayment  arrangement  was  offered  as  an  option  to 
various  industrial  and  other  employers.  Groups  were 
formed  for  purposes  of  enrollment,  with  many  accepting 
the  prepayment  option.  When  the  option  was  available  to 
group  members,  about  98  per  cent  participated  in  the  ar- 
rangement. Two  open  enrollment  periods  are  held  each 
year  for  individuals  other  than  groups.  As  of  1973,  about 
76  per  cent  of  the  members  of  the  prepayment  arrange- 
ment had  been  enrolled  through  a  group,  whereas  about 
24  per  cent  were  individual  enrollees.  It  is  believed  that 
generally  the  Clinic  physicians  do  not  know  the  payment 
status  of  the  vast  majority  of  patients  presenting.8-9 

Methods 

The  routinely  collected  information  derived  from  various  en- 
counter forms  and  stored  in  the  files  of  the  Marshfield  Clinic 
served  as  the  primary  source  for  data  on  ambulatory-clinic  visits, 
hospital  outpatient-department  visits  (emergency  room),  and 
discharges  from  St.  Joseph's  Hospital.  Data  on  the  number  and 
characteristics  (age,  sex,  place  of  residence,  and  payment  status) 
of  Plan  members  were  obtained  from  a  current  patient  master 
file.  Estimates  of  the  number  of  characteristics  of  persons 


•We  are  indebted  to  the  physicians  of  the  Marshfield  Clinic,  the  ad- 
ministration of  St.  Joseph's  Hospital,  the  staff  of  the  Greater  Marshfield 
Community  Health  Plan,  and  the  Blue  Cross  and  Surgical  Blue  Shield  of 
Milwaukee.  Special  recognition  goes  to  Mr.  Gregg  Nycz,  data  analyst  of  the 
Marshfield  Clinic  Foundation,  for  assistance  in  providing  statistical  advice 
and  consultation. 

'These  physicians  do  have  an  arrangement  with  the  Marshfield  Clinic 
through  which  they  provide  services  to  a  small  number  of  members  and  are 
reimbursed  on  a  fee-for-service  basis.  However,  their  experience  with  Plan 
members  is  not  included  in  this  study. 


classified  as  paying  "fee-for-service"  were  derived  by  subtraction 
of  the  numbers  of  Plan  members  and  Medicare  and  Medicaid  re- 
cipients from  data  derived  from  the  1970  Census,*  with  projec- 
tions to  subsequent  years.10  12  All  rates  shown  in  the  tables  pre- 
sented here  were  adjusted  for  age  and  sex  to  the  1 970  population 
of  the  Greater  Marshfield  Area. 

Finally,  the  Greater  Marshfield  Area  was  separated  into  two 
zones,  with  Zone  1  defined  as  the  city  of  Marshfield  and  a  5-mile 
(8-km)  radius  outside  it.  Zone  2  was  an  outer  band  covering  an 
area  5  to  20  m iles (8  to  32  km)  from  Marshfield.  Approximately  50 
per  cent  of  the  population  of  the  Greater  Marshfield  Area,  and 
coincidentally  50  percent  also  of  the  prepayment  population,  re- 
sides within  Zone  1  and  the  remainder  in  Zone  2. 

Study  Results 

The  use  of  ambulatory-care  services  doubled  for  the 
prepaid  population  from  the  first  year  of  the  study  before 
the  initiation  of  prepayment  to  the  second  when  prepay- 
ment existed  (Table  1).  The  rate  of  visits  per  person  per 


Table  1 .  Total  Ambulatory-Care  Visits  by  Prepaid  and  Fee-for- 
Service  Populations  before  and  after  Prepayment.* 


Period 

Visits/ Person  ii 

s  Population/  Yr 

FEE-FOR-SERVICE 

1st  study  yr  (yr  before 

1.84' 

1.34 

prepayment) 

(17,292) 

(24,317) 

2d  study  yr 

3.69' 

1.49 

(7,617) 

(24,326) 

3d  study  yr 

3.68' 

1.73 

(14,200) 

(24,360) 

•The  double  line  in  [he  table  represents  the  initiation  of  operation  of  the  prepayment 
arrangement.  Thus,  the  prepaid  population  was  actually  operating  on  a  fee-for-service 
arrangement  during  the  yr  before  prepayment.  All  rales  adjusted  for  age.&  sex  to  the  1970 
population  of  the  Greater  Marshfield  Area.  Figures  in  parentheses  represent  the  average 
crude  population-al-risk  by  yr  computed  on  a  person-mo  basis.  The  prepaid  population, 
in  the  "yr  before  prepayment,"  includes  all  persons  who  subsequently  enrolled  in  the 
prepayment  arrangement.  The  figures  in  parentheses  in  the  2d  &  3d  study  yr  include  only 
persons  actively  enrolled.  Persons  awaiting  enrollment  or  no  longer  enrolled  are  not 
shown,  nor  is  their  utilization  reflected  in  this  table.  P  values  were  derived  by  analysis  of 
variance  &  the  F  statistic. 

'Difference  betweenprepaid  &  fee-for-service  significantat  p  <  0.005. 

•Difference  between  prepaid  &  fee-for-service  significant  at  p  <  0.001 . 

year  rose  for  this  population  from  1.84  to  3.69  from  the 
first  to  the  second  year,  a  100  per  cent  increase.  In  con- 
trast, the  comparable  change  for  the  fee-for-service  popu- 
lation was  from  1 .34  to  1 .49  visits,  an  increase  of  only  11.2 
per  cent  (not  statistically  significant)  during  the  same 
period.  This  effect  persisted  during  the  second  year  after 
the  establishment  of  the  prepaid  arrangement,  with  the 
prepaid  group  remaining  at  a  high  level,  3.68  visits  per 
person  per  year,  whereas  the  fee-for-service  utilization 
rate  rose  slightly.  This  time  it  rose  from  1 .49  to  1.73,  an  in- 
crease of  only  16.1  per  cent  that,  once  again,  was  not 
statistically  significant. 

'The  total  census  population  for  the  Greater  Marshfield  Area  for  1970 
(composed  of  46  towns  and  townships-minor  civil  divisions)  was  47,925. 
Subgroups  according  to  Payment  Status  consisted  of  the  following:  Census, 
47,925,  minus  Plan  Enrollment  (ever  enrolled  in  the  prepayment  plan), 
1 7,292,  minus  Medicare  (beneficiaries  with  Part  A  and  B  entitlement),  5 105, 
minus  Medicaid,  121 1,  equals  fee-for-service,  24,317.  The-clinic  updates  the 
files  monthly  to  detect  population  changes  or  errors  (or  both).  To  date  the  er- 
ror rate  has  been  less  than  0.5  per  cent.  The  errors  have  been  missing  in- 
formation (e.g. .  age  or  sex)  and  are  corrected  when  the  patients  return  for 
care. 
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Table  2  shows  these  data  according  to  site  of  ambula- 
tory-care visit.  It  is  clear  from  these  data  that  the  increase 
in  such  visits  among  the  prepaid  population  after  the  in- 
itiation of  prepayment  occurred  in  both  clinic  and  hospital 
outpatient  (emergency-room)  settings.  Thus,  in  the  clinic 
setting,  visits  per  person  per  year  rose  from  1.73  before 
prepayment  to  3.35  and  3.23,  respectively,  during  the 
second  and  third  study  years.  In  the  fee-for-service 
population  the  comparable  rise  was  from  1 .24  to  1 .34  and 
1.50.  In  hospital  outpatient  visits  (emergency  room),  the 
impact  of  prepayment  was  again  substantial,  with  visits 
per  person  per  year  rising  from  0. 1 1  to  0.34  to  0.45.  The 
fee-for-service  population  also  experienced  a  substantial 
increase,  from  0.10  to  0.15  and  0.23,  but  not  as  much  as 
wasexperiencedby  the  prepaid  population. 

Not  only  did  ambulator)  -care  services  increase  with  the 
establishment  of  prepayment  in  this  population,  as  was  ex- 
pected, but  use  of  in-hospital  services  also  inc  :ased — in 
this  instance  quite  contrary  to  expectation.  The  dimen- 
sions of  this  increase  are  shown  in  Table  3.  Thus,  average 
annual  days  of  hospital  care  per  1 000  population  rose  for 
the  prepaid  population  from  413.5  before  prepayment  to 
656.5  in  the  next  year,  an  increase  of  58.8  pt.  cent, 
whereas  for  the  fee-for-service  population,  the  compara- 
ble rise  was  from  408.4  to  464.3,  an  increase  of  only  13.7 
per  cent.  For  both  populations,  however,  there  was  a  slight 
decrease  from  the  second  to  the  third  study  year:  from 
656.5  to  635.4  for  prepaid  population,  a  decrease  of  3.2  • 
per  cent,  and  from  464.3  to  414.6  for  the  fee-for-service 
population,  a  decrease  of  10.7  per  cent.  The  prepaid 
population  hospital  discharge  rate  increased  after  prepay- 
ment from  6 1 .4  to  1 07.8,  an  increase  of  75.6  per  cent.  The 
fee-for-service  population  discharge  rate  increased  by  on- 
ly 1 1 .6  per  cent.  Average  length  of  stay  decreased  as  a  con- 
sequence of  the  prepayment,  from  6.73  to  6.09  days,  in  the 
second  study  year.  It  increased,  although  slightly,  during 
the  third  study  year,  to  6.26  days. 

Discussion 

A  portion  of  the  results  of  this  study  run  counter  to  the 
conventional  wisdom  so  far  as  the  impact  of  prepayment 
on  use  of  medical-care  services  is  concerned.  That  is, 
whereas  ambulatory-care  services  rose  substantially,  inpa- 

Table  2.  Ambulatory-Care  Visits  According  to  Site  by  Prepaid 
and  Fee-for-Service  Populations  before  and  after  Pre- 
payment.* 


Table  3.  Utilization  of  In-hospital  Services  by  Prepaid  and  Fee- 
for-Service  Populations  before  and  after  Prepayment.* 


Period 

Visits/Person  in  Populati 

on/Yr 

&  Site 

hospital 
outpatient 

hospital 

1st  study  yr  (yr  before 

1.73' 

0.11' 

1.24 

0.10 

prepayment) 

2d  study  yr 

3.35' 

0.34> 

1.34 

0.15 

3d  study  yr 

3.23> 

0.45' 

1.50 

0.23 

"See  1st  footnote  in  Table  1 . 

'Difference  between  prepaid  &  fee-for-service  significant  at  p  <  0.005. 
•Difference  between  prepaid  &  fee-for-service  significant  at  p  <  0.025. 
•Difference  between  prepaid  &  fee-for-service  significant  at  p  <  0.001 . 


Population  &  I 


days/1000   discharges  average          days/1000  discharges  average 

population       11000        length          population       11000  length 

population  of  stay  population  of  stay 

(days)  (days) 

1st  study    413.5          61.4       6.73             408.4         60.4  6.77 

yr(yr 

before 

prepay- 

2d  study  656.5'  107.8*  6.09  464.3  67.4  6.89 
yr 

3d  study     635.4'       101.5*      6.26             414.6         66.2  6.26 


•The  prepaid  population,  in  the  "yr  before  prepayment."  includes  all  persons  who 
subsequently  enrolled  in  the  prepayment  arrangement,  p  values  were  derived  by  analysis 
of  variance  &  the  F  statistic. 

'Difference  between  prepaid  &  fee-for-service  significant  at  p  <  0.005. 


tient  services  also  rose,  contrary  to  what  we  had  expected. 
This  finding  must  be  considered  in  the  light  of  a  number 
of  possible  limitations  and  qualifications  resulting  from 
the  study  situation  and  method. 

To  begin  with,  this  was  a  "natural"  experiment.  In  the 
very  nature  of  the  case,  the  experimental  and  control 
groups  were  not  randomly  selected,  but  rather  were  those 
who  occupied  these  positions  naturally.  The  experimen- 
tal group  was  to  some  degree  self-selected — i.e.,  they  were 
the  people  who,  when  offered  the  option,  voluntarily  en- 
rolled in  the  prepaid  arrangement.  They  may  have  been 
"sicker,"  or  they  may  have  anticipated  a  greater  need  for 
care  than  was  anticipated  by  the  others.  In  this  sense,  those 
who  remained  in  a  fee-for-service  arrangement  were  also 
self-selected.  The  selection  factor  may  have  operated 
more  strongly  on  those  who  enrolled  in  the  prepayment 
arrangement  individually  (24  per  cent  of  those  who 
enrolled  during  the  study  period),  but  even  among  those 
who  enrolled  as  part  of  a  group  (76  per  cent  of  enrollees), 
it  must  be  assumed  to  have  operated,  at  least  in  some 
degree.  There  simply  was  no  way  to  eliminate  this  possible 
qualification  to  the  findings. 

Some  support  is  given  to  the  self-selection  factor  as  bias- 
ing the  results  when  comparisons  are  made  between  the 
ambulatory-care  utilization  rates  of  the  prepaid  and  fee- 
for-service  populations  before  the  inception  of  the  pre- 
paid arrangement  (Tables  1  and  2).  These  comparisons 
show  that  the  population  that  elected  prepayment  did 
have  a  substantially  higher  utilization  of  ambulatory  ser- 
vices than  the  population  that  remained  on  a  fee-for- 
service  basis,  but  this  difference  was  definitely  not  ap- 
parent for  utilization  of  in-hospital  services  (Table  3). 

Secondly,  what  was  observed  here  may  have  been  mere- 
ly the  short-term  or  temporary  effects  of  the  new  ar- 
rangement, rather  than  anything  long-term  or  perma- 
nent. The  rationale  here  may  be  as  follows:  populations 
suddenly  on  a  prepaid  arrangement,  with  zero  out-of- 
pocket  costs  (as  compared  to  previous  fee-for-service 
direct  costs),  would  be  expected  to  increase  their  use  of 
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ambulator)  care.  But  the  consequence  of  this  increase  in 
use  may  be  that  many  more  conditions  requiring  in- 
hospitai  services  are  picked  up  bv  the  physicians,  so  that 
in-hospital  use  increases.  But,  once  this  backlog  of  needed 
in-hospital  services  is  eliminated,  in-hospital  utilization 
may  be  sharply  reduced  in  subsequent  years.  Thus,  the 
long-term  consequences  may  be  a  reduction  in  in-hospital 
services  as  increased  ambulatory  care  provides  the  pre- 
ventive services  that  prepaid  programs  are  expected  to 
provide.  Perhaps  these  results  would  have  been  shown  if 
the  present  study  had  continued  for  several  additional 
years.  But,  at  least  to  the  present,  the  studv  findings  do  not 
indicate  such  a  reduction. 

Thirdly,  it  must  be  emphasized  that  this  study  was  con- 
ducted in  only  one  setting,  a  rural  area  in  which  a  fee-for- 
service  group  practice  of  long  standing  iqn  operating. 
There  may  have  been  special  features  in  this  setting,  un- 
known to  us,  that  make  it  atypical  and  therefore  preclude 
generalization  of  the  findings  to  other  settings  or  to  the  na- 
tion as  a  whole.  Some  evidence  for  this  reasoning  is  pro- 
vided bv  the  low  utilization  rates,  both  ambulatory  and  in- 
hospital,  characteristic  of  this  population  before  prepay- 
ment, even  when  compared  to  rural  areas  in  the  United 
States.  In  turn,  it  may  be  speculated  that  these  low  rates 
were  due  to  the  use  of  other  providers  and  other  facilities, 
especially  by  populations  residing  at  the  periphery  of  the 
service  area.  (The  statistical  data,  not  shown  in  the  text, 
seem  to  confirm  this  hypothesis.)  If  this  speculation  is 
true,  the  higher  rates  of  utilization  for  the  studv  popula- 
tion after  initiation  of  the  prepayment  arrangement  mav 
well  be  due  to  their  limiting  their  sources  of  care  to  the 
Marshfield  Clinic  because  their  insurance  coverage  no 
longer  left  the  choice  of  providers  to  them. 

Another  point  that  might  be  made  here  is  that 
Marshfield  Clinic  physicians,  both  before  and  after  initia- 
tion  of  the  prepayment  arrangement,  were  remunerated 
by  salary.  Thus  the  low  utilization  of  the  Marshfield 
population  (as  compared  to  the  general,  rural  United 
States  population)  might  in  part  be  explained  bv  the  lack 
of  incentives  for  Marshfield  physicians  to  encourage  high 
ambulatory  use.  unlike  the  situation  in  traditional  fee-for- 
service  practice  prevailing  in  the  rest  of  the  United  States, 
even  in  rural  areas. 

Fourthly,  it  is  believed  that  most  physicians  in  the 
Marshfield  Clinic  did  not  know  the  payment  status  of  their 
patients — i.e.,  they  did  not  know  whether  the  patients 
were  in  the  prepaid  or  fee-for-service  groups.  In  this 
respect  the  situation  described  here  was  unlike  that  exist- 
ing in  the  usual  prepaid  group  practice,  where  in  the  very 
nature  of  the  case  physicians  do  know  the  payment  status 
of  their  patients — i.e.,  they  do  know  that  patients  are  cov- 
ered for  the  full  range  of  services  outside  the  hospital  and 
will  not  suffer  any  financial  penalty  if  managed  outside  it. 
This  circumstance  may  explain  in  part  the  lower  hospital 


utilization  experience  of  prepaid  group  practices  as  com- 
pared to  traditional  fee-for-service  (the  so-called  conven- 
tional wisdom),  and  it  is  one  more  circumstance  preclud- 
ing generalization  of  the  findings  of  the  present  study  to 
the  usual  prepaid  group-practice  situation. 

Finally,  it  is  difficult  to  interpret  the  meaning  of  the  in- 
creased in-hospital  utilization  by  the  prepaid  population 
because  of  the  lack  of  data  on  diagnosis,  or  even  on 
whether  the  admissions  were  for  medical,  surgical,  or  ob- 
stetric conditions.  If  such  data  had  been  available,  they 
might  have  told  us  whether  the  increases  in  admissions 
were  "necessary"  or  "discretionary."131 4 

In  addition  to  limitations  discussed  earlier,  one  de- 
serves special  mention.  Since  the  prepaid  population, 
during  the  period  of  the  study,  constituted  a  relatively 
small  segment  of  the  population  served  by  Marshfield 
physicians  (one  third  of  the  patients  in  the  service  area  and 
about  1 5  per  cent  of  all  patients  seen  by  these  physicians), 
it  seems  probable  that  the  behavioral  patterns  and  other 
aspects  of  the  modus  operandi  of  the  Clinic  physicians 
remained  relatively  unaffected  by  the  new  prepayment 
arrangement.  In  this  sense,  also,  the  Marshfield  situa- 
don  was  unlike  that  of  the  usual  prepaid  group  practice, 
and  additional  studies  elsewhere  are  necessary  before  the 
implications  of  our  findings  for  public  policy  can  be  as- 
sessed. 
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'Lessons 
from 

an  HMO 


By  David  J.  Ottensmeyer,  MD 

Eooking  back  over  the  last  five 
3  years,  we've  learned  quite  a 
bit  about  what  starting  an  HMO 
really  means  to  a  fee-for-service, 
multispecialty  group.  Today  we 
have  an  HMO  that's  serving  more 
than  17,000  participants  (represent- 
ing about  12%  of  our  practice],  and 
evidently  it's  a  going  concern.  But 
along  the  way  we  made  several  mis- 
takes, had  considerable  bad  luck, 
and  experienced  surprises  both 
pleasant  and  unpleasant.  I'd  like  to 
discuss  our  well-learned  lessons 
point  by  point  in  the  hope  that  other 
groups  starting  HMOs  will  achieve 
their  goals  less  painfully  than  we 
did,  and  perhaps  with  fewer  sur- 
prises and  less  reliance  on  luck. 

Impress  upon  your  group  from 
the  start  that  an  HMO  is  a  major 
change  and  not  merely  a  new 
wrinkle  in  your  accounting  proce- 
dures. It  is  foreign  to  the  fee-for- 
service  concept,  it  submits  a  group 
to  unaccustomed  risks,  and  its 
future  is  a  big  question.  Selling  an 
HMO  as  anything  less  than  that 
could  cause  an  uprising  on  your 
medical  staff  within  a  matter  of 
months. 

Our  HMO  lost  money  the  first 
year.  If  our  executive  committee 
Dr.  Ottensmeyer  is  president  of  the 
Marshfield  (Wis.)  Clinic 


had  not  explained  the  HMO  concept 
fully  to  the  medical  staff  and  had  it 
not  kept  the  staff  informed  of  the 
HMO's  monthly  status,  the  HMO 
could  have  blown  up  in  our  faces. 

Make  sure  the  medical  staff  un- 
derstands completely  what  your 
HMO  plan  provides.  Our  apparent 
failure  to  do  so  is  one  of  the  reasons 
we  lost  money.  One  of  our  physi- 
cians told  a  public  gathering  that, 
by  his  figuring,  a  childless  couple 
consisted  of  two  individuals,  so  they 
could  purchase  two  individual  con- 
tracts—at that  time  for  $17  apiece. 
Our  calculations,  however,  were 
based  on  a  couple  paying  the  family 
rate,  or  $49.80.  But  for  a  year  we  had 
to  sell  them  individual  contracts, 
leading  to  an  actuarial  underesti- 
mate of  average  family  size  which 
helped  to  put  our  HMO  in  the  red. 

Get  expert  on-site  help.  A  group 
with  an  HMO  must  have  someone 
available  who  understands  the  eso- 
terica  of  insurance  contracts  and 
rate  setting;  it  is  indeed  a  foreign 
language.  Unless  there's  someone 
who  can  explain  terms  such  as  "con- 
tingent liability"  in  language  your 
physicians  can  understand,  you're 
going  to  have  trouble  winning  their 
trust. 

We  Were  fortunate  that  about  a 
year  after  our  HMO  started,  we 


hired  a  former  vice  president  of  Blue 
Cross  Association  of  America  to  be 
our  executive  director.  His  responsi- 
bilities are  clinic-wide,  but  he 
stepped  into  our  HMO  effort  with- 
out losing  stride,  and  we  rapidly 
learned  how  deep  our  ignorance 
was.  He  has  since  proven  invaluable 
in  keeping  us  informed  and  giving 
us  a  much-needed  feeling  of  secu- 
rity. I  would  suggest  that  unless  a 
group  is  geographically  tied  in  much 
more  closely  with  a  prepayment  car- 
rier than  we  are  [Blue  Cross  is  based 
in  Milwaukee),  that  group  consider 
hiring  someone  from  the  health  pre- 
payment field.  Otherwise  it  could  be 
just  a  babe  in  the  HMO  woods. 

Add  staffing  specifically  for  pri- 
mary care.  We  thought  we  wouldn't 
have  to.  In  fact,  until  recently  our 
group  didn't  even  think  about  pri- 
mary care,  nor  did  we  hire  primary 
care  physicians.  Even  those  of  our 
staff  in  internal  medicine,  pediatrics, 
and  Ob-Gyn  considered  themselves 
to  be  strictly  specialists;  in  recent 
years  particularly,  most  young  in- 
ternists have  mainly  wanted  to  sub- 
specialize.  But  when  we  started  our 
HMO,  agreeing  thereby  to  provide 
subscribers  with  total  health  care, 
we  found  we  couldn't  ignore  pri- 
mary care  any  longer.  It's  proven  to 
be  a  difficult  adjustment.  Recently 
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we  did  create  a  primary  care  depart- 
ment consisting  of  two  general  in- 
ternists, a  family  practitioner,  and 
an  internist  who  is  board-certified  in 
preventive  medicine,  and  an  emer- 
gency room  physician,  so  we're 
finally  staffed  to  provide  primary 
care.  Yet  we're  finding  this  an  area 
of  continuing  consternation. 

Be  prepared  to  provide  for  in- 
creased administrative  responsibil- 
ity. This  is  something  else  we  felt 
wouldn't  be  necessary;  we  thought 
we  could  impose  an  HMO  on  our 
administrative  staff  without  much 
trouble.  It  hasn't  worked  out  that 
way.  We've  created  a  position  for  a 
full-time  insurance  manager  to  han- 
dle day-to-day  problems.  Further, 
our  electronic  data  processing  de- 
partment has  assumed  a  consider- 
able burden  in  writing  computer 
programs,  collecting  data,  and  writ- 
ing reports.  And  the  personnel  in 
our  comptroller's  office  spend  a 
great  deal  of  time  at  certain  periods 
of  the  year  evaluating  data  and  set- 
ting rates. 

If  you  work  with  an  insurance 
carrier's  representative,  make  sure 
your  group  has  the  horsepower  to 
deai  with  him  if  he  tries  to  teJl  you 
how  to  practice  medicine.  I  think  I 
lost  nearly  five  years  of  my  life  a 
few  years  back  when  a  high-pow- 


ered insurance  executive  confronted 
us  with  a  stack  of  medical  records 
and  proposed  to  show  us  how  to  cut 
costs.  His  idea  was  to  change  the 
way  we  were  handling  cases  from  a 
medical  standpoint.  Things  came  to 
a  screeching  halt  right  there,  and 
that  hasn't  been  an  issue  since. 
That's  the  sort  of  situation  a  group 
must  be  prepared  for  when  it  goes 
to  bed  with  an  insurance  carrier. 

Keep  a  close  watch  on  your 
HMO's  utilization  patterns;  there 
could  be  some  surprises.  Oral  sur- 
gery, for  example,  can  be  dynamite 
in  a  prepaid  program— at  least  that's 
been  our  experience.  We  discovered 
fairly  soon  that  there's  an  awfully 
big  reserve  of  impacted  wisdom 
teeth  out  there;  indeed,  during  one 
month  18%  of  our  prepaid  ambula- 
tory utilization  was  for  removing 
them.  By  the  same  token,  we've  dis- 
covered an  area  of  apparent  need,  so 
we  have  considered  adding  some  of 
the  other  dental  specialties  to  our 
clinic  in  the  near  future. 

Don't  be  afraid  of  community  in- 
volvement in  running  your  HMO. 
Because  we  felt  we  should  have 
some  guidance  from  the  community 
in  organizing  our  program,  we 
sought  out  respected  representa- 
tives from  business,  labor,  educa- 
tion, agriculture,  government,  and 


the  clergy,  as  well  as  several  house- 
wives, to  form  a  community  advi- 
sory committee.  Admittedly,  it  can 
be  hard  on  physicians'  arteries 
when,  having  come  up  with  a  care- 
fully calculated  package  of  cost 
projections  and  premium  rates,  they 
hear  a  group  of  businessmen  and 
housewives  tell  them  that  it's  jusi 
too  expensive.  It  can  seem  like 
idiocy  flying  in  the  face  of  reason. 
But  we've  found  that  our  community 
committee  is  well  worth  listening  tp  1 
and,  among  other  things,  it's  pro^n 
to  be  of  considerable  benefit  inkeep- 
ing  our  rates  realistic  and  our  pro- 
gram in  touch  with  the  community. 

Make  sure  you  have  an  optional 
arrangement  for  your  prepaid  pa- 
tients should  the  HMO  not  work 
out.  Remember,  you've  assumed  re- 
sponsibility for  the  total  health  care 
of  perhaps  thousands  of  patients.  If 
our  plan  were  to  discontinue,  its 
participants  would  have  conversion 
privileges  to  regular  Blue  Cross/ 
Blue  Shield  coverage.  However,  our 
HMO  has  become  so  popular  in  our 
community  that  it's  probable  we'd 
need  more  than  financial  reasons  to 
get  out  of  it.  In  fact,  getting  out  of  it 
for  any  reason  could  prove  to  be 
very  rocky  and  unpleasant.  That's 
why  we've  decided  that  our  HMO 
just  has  to  work—period.  □ 


GROUP  PRACTICE  /  OCTOBER  1973 


17 


452 


The  Marshfield  Clinic  . . . 


For  the  one  in  four 


453 


The  Marshfield  Clinic... 


It  is  an  uncommon  Clinic,  and  because  it  is  so,  only  one  doctor 
in  four  will  want  to  practice  here. 

Who  is  that  one?  What  is  he  searching  for? 

There  are  117  physicians  —  all  specialists  —  at  the  Marshfield 
Clinic.  And  today  we  are  seeking  more  doctors.  We  think  we  know 
the  kind  of  person  who  will  most  enjoy  practicing  with  us.  We  be- 
lieve we  know  the  facilities  and  colleagues  who  will  most  appeal  to 
him. 

That's  what  this  booklet  is  all  about.  Simply  to  interest  one  in 
four  doctors  in  joining  us.  And,  to  be  candid  enough  in  our  de- 
scription and  explanation  so  as  not  to  overly  encourage  the  other 
three.  We  have  tried  to  tell  it  as  it  is;  no  exaggeration  or  puffing 
up  of  what  we  are  not.  But,  also,  no  false  humility  in  describing 
what  this  clinic  is  all  about. 

Take  30  minutes,  if  you  will.  Read  the  profile  we  drew  of  the 
man  who  would  thrive  in  this  medical  setting. 

Then,  simply  ask  yourself  if  you  might  be  the  one  in  four. 

If  the  answer  is  yes,  tell  us  of  your  interest.  We  will  arrange,  at 
your  convenience,  for  you  to  visit  us  at  the  Marshfield  Clinic. 

The  Executive  Committee, 
The  Marshfield  Clinic 

Marshfield,  Wisconsin  54449  Area  Code  715/387-1711 
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The  One  in  Four  —  What  is  his  Philosophy  of  Medicine? 

At  the  Marshfield  Clinic  we  feel  we  have  the  best  of  clinical 
medicine  and  many  of  the  advantages  of  academic  medicine  as 
well.  The  doctor  practicing  at  the  Marshfield  Clinic  is  both  a 
student  and  a  teacher.  He  may  even  have  considered  academic 
medicine  as  his  profession.  But,  then,  he  may  have  discovered 
that  some  of  those  practicing  and  teaching  at  outstanding  clinics 
know  their  fields  as  well  as  the  best  medical  school  professor. 

So,  the  physician  has  made  his  choice  of  practicing  clinical 
medicine.  Tough  referral  cases  challenge  him.  From  them  this 
physician  learns  more  of  his  specialty.  But,  he  does  not  want  a 
burdensome  patient  load  to  preclude  study,  teaching,  or  possibly 
research,  and  his  publishing  in  the  journals. 

The  doctor  practicing  at  Marshfield  is  prideful  that  15  of  his  col- 
leagues are  teaching  at  the  University  of  Wisconsin  or  the  University 
of  Minnesota  Medical  Schools.  He  may  want  his  paper  to  be  among 
the  nearly  100  expected  to  be  published  by  Marshfield  Clinic  doc- 
tors next  year. 

Clinic  policy  encourages  members  of  the  staff  to  be  gone  up  to 
six  months  studying  in  their  fields  at  some  medical  school  or  re- 
search center.  The  fact  that  their  salaries  continue  while  they  are 
away  is  further  evidence  of  the  vital  part  academic  medicine  plays 
in  the  Clinic's  routine. 

Every  Clinic  doctor  is  encouraged  to  participate  in  the  several 
teaching  conferences  at  the  hospital.  Conferences  at  St.  Joseph's 
Hospital  cover  such  subjects  as  cancer,  X-ray,  neurology,  pediatrics, 
and  internal  medicine.  Nationally  known  guest  speakers  highlight 
regular  scientific  meetings  held  in  the  Clinic  library. 

In  short,  there  is  more  emphasis  here  on  scientific  medicine  than 
on  medical  economics.  The  man  who  practices  at  the  Clinic  wants 
it  this  way. 

The  Marshfield  Clinic  doctor  believes  that  the  specialist  in  group  prac- 
tice is  imparting  the  finest  patient  care  possible. 

He  seeks  medical  security,  because  he  is  wise  enough  to  know 
what  he  does  not  know.  Our  Dr.  Fullerton,  a  psychiatrist,  has  writ- 
ten that  during  residency,  physicians  discover  they  must  share  the 
responsibility  for  patient  care  with  specialists  in  other  fields.  Here 
the  new  member  quickly  learns  to  function  as  a  member  of  a  team 
rather  than  as  a  solitary  omnipotent  leader. 

Those  doctors  who  like  it  here  have  the  attendant  qualities 
of  thoughtfulness,  courtesy,  and  the  ability  to  communicate. 

"The  finest  patient  care  possible"  begins  with  the  assurance  that 
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just  down  the  hall  is  another  competent  specialist  whose  scholarship 
and  ability  you  respect. 

The  Marshfield  Clinic  physician  may  complain  at  Board  meet- 
ings that  we  are  overstaffed  in  ancillary  services;  but  he  is  never 


short  of  needed  help.  X-ray  technicians,  medical  technologists, 
nurses  —  they  are  always  on  duty.  Because  we  may  need  radiolo- 
gists, pathologists  or  anesthesiologists  at  4:00  A.M.,  they  are  always 
available. 

Equipment  —  if  it's  new  and  he  needs  it  for  patient  care  — 
the  doctor  is  expected  to  request  that  the  Clinic  buy  it.  And,  it 
usually  will  be  bought.  If  it's  commonly  used  in  the  medical 
schools  and  university  hospitals,  we  probably  already  have  it  in 
Marshfield. 


A  Saturday  morning  X-ray  conference  at 
the  hospital  is  typical  of  these  weekly 
sessions  for  clinic  doctors.  Conferences, 
seminars,  leaves  of  absence  for  study 
dramatize  the  atmosphere  of  academic 
medicine  practiced  here. 


456 


Every  doctor  here  feels  a  constant,  subtle  pressure  for  excellence.  He  is 
stimulated  by  this  to  advance  his  medical  knowledge. 

The  idealism  appeals  to  the  idealistic  doctor.  He  is  not  judged 
by  his  quantity  of  work,  but  by  his  quality.  A  doctor  who  will  push 
himself  intellectually  will  be  happiest  here. 

For  most  of  the  physicians  joining  the  Clinic,  the  emphasis  on 
excellence  has  been  challenging.  For  a  small  number  it  has  been 
too  demanding;  the  obligation  to  every  other  doctor  in  the  group 
has  been  a  drawback.  These  few  have  left  the  Clinic,  as  well  they 
should.  But,  we  are  proud  that  we  have  lost  so  few  men  over  the 
last  20  years. 

As  was  said  earlier,  it  is  an  uncommon  place.  The  Marshfield 
Clinic  is  only  for  one  in  four  doctors. 

The  One  in  Four  —  He  is  a  director  in  the  Clinic  nobody  owns. 

Six  physicians  agreed  in  1916  "to  pool  our  resources  and  the 
Clinic  will  own  ..." 

Those  words  are  still  the  key  to  understanding  the  unique  medical 
organization  in  Marshfield,  Wisconsin. 

The  man  joining  the  Clinic  today  as  an  associate  physician  in 
a  specialty  will  be  either  board  eligible  or  certified.  This  position  — 
with  subsequent  annual  salary  raises  —  continues  for  two  years 
when  the  man  then  becomes  eligible  for  membership  on  the  board 
of  directors. 


The  executive  committee  is  tne  work- 
ing arm  of  the  b03rd  of  directors  and 
is  elected  by  that  board.  Every  physi- 
cian who  remains  at  the  Clinic  for 
two  years  becomes  a  board  member 
with  equal  voice  in  policy  and  oper- 
ation. Meetings  take  place  weekly. 
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The  doctor  who  wants  to  stay  with  the  Clinic  also  wants  to  help 
manage  the  Clinic.  He  feels  more  comfortable  working  for  an  or- 
ganization in  which  he  shares  in  management.  Once  he  pays  the 
nominal  $1,000  for  his  membership  certificate  he  has  just  as  much 
to  say  about  running  the  Clinic  as  any  other  doctor.  Like  every 
board  member  in  the  corporation  he  has  one  vote.  One  member 
puts  it,  "We  have  no  caste  system  here.  Everyone  helps  run  the 
shop." 

As  a  Board  member  he  votes  annually  for  all  Clinic  officers, 
including  the  members  of  the  executive  committee.  The  Board 
meets  monthly  to  review  the  actions  of  its  working  arm,  the  nine 
man  executive  committee,  and  makes  all  major  decisions. 

The  new  physicians  will  find  that  the  Clinic  is  basically  a  dem- 
ocratic organization  with  the  usual  problems  of  democratic  action. 
But  we  believe  that  for  over  50  years  no  one  has  found  a  better 
way  to  run  a  Clinic,  and  the  new  man  agrees  in  principle  with  this. 
He  wants  his  voice  heard  equally  with  all  other  voices.  (And  at  tirrfes 
he  has  to  shout  to  make  it  so!) 

The  associate  physicians  meet  regularly  with  the  Board,  and 
their  viewpoints  are  asked  on  policy  matters. 

In  short,  the  physician  who  likes  it  here  is  a  mature  person.  He 
junctions  well  in  an  atmosphere  of  medical  freedom,  needs  little 
or  no  supervision  in  his  quest  to  provide  the  best  possible  patient 
care.  He  has  his  own  ideas  on  Clinic  management,  and  thrives 
where  his  voice  is  heard  and  his  suggestions  considered. 


Open  heart  surgery  performed  at  St. 
Joseph's  Hospital  since  1962  —  the 
doctor  practicing  here  demands  the 
latest  of  sophisticated  equipment, 
skilled  technicians  and  ancillary  ser- 
vices, and  his  demands  are  met. 
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Doctors  here  disdain  paper  work,  and 
the  data  processing  center  plus  3.5 
para-medical  employees  per  physician 
relieves  them  of  many  such  details.  The 
data  processing  machines  are  being 
programmed  more  and  more  to  assist 
the  doctor  in  his  medical  practice. 


A  psychiatric  department  staff  meeting  finds  clin- 
ical psychologists  with  PhD's,  five  social  workers 
with  MA's,  and  the  psychiatrists  discussing  de- 
partment problems. 


The  one  doctor  in  four  who  would  practice  here  wants  the  finest  in 
equipment  and  the  best  of  ancillary  services. 

One  Clinic  doctor  has  proudly  noted  that  "all  I  own  in  this 
office  is  that  clock  and  tobacco  jar". 

One  of  the  principles  responsible  for  the  growth  of  this  Clinic 
is  that  the  patients  coming  here  expect  something  extra  in  the  way 
of  medical  care.  Many  of  the  daily  800  patients  are  referral  cases 
from  physicians  and  areas  up  to  150  miles  distant.  These  patients, 
2nd  others  who  come  on  their  own,  expect  more  here  than  would 
be  available  from  their  home  physician. 

They  see  the  large  medical  clinic  building  in  a  small  town  called 
Marshfield.  Large,  comfortable  waiting  rooms  are  located  on  each 
floor.  Patient  handling  is  geared  to  honoring  appointment  hours, 
so  that  seldom  does  a  patient  wait  long  after  arriving  at  our  registra- 
tion desk.  Floor  space  is  allotted  to  give  each  physician  adequate  of- 
fice space  and  office  clerical  staff. 

Our  doctors  demand  the  most  sophisticated  equipment  and  the 
best  of  technicians  and  nurses.  The  man  practicing  here  is  often 
more  eager  to  expand  ancillary  services  and  buy  new  equipment 
than  have  the  board  increase  physician  salaries. 

"This  way  we  won't  get  rich,"  one  of  our  men  stated,  "but  we 
will  always  buy  the  equipment  needed  for  the  best  medicine 
possible." 

Some  of  that  equipment  includes: 

— A  fully  equipped  and  automated  clinical  laboratory  with 
an  SMA  12/60  autoanalyzer.  Most  tests  are  reported  while 
the  doctor  is  with  the  patient.  Metabolic  studies  including 
plasma  and  urinary  steroids,  protein  bound  iodines  and 
plasma  renins  are  possible. 


The  Linear  Accelerator  is  one  part  of  a  complete  program 
in  radiation  oncology. 
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— An  analytical  ultracentrifuge  for  research  work. 

— Specialized  gastroenterologic  capabilities  including  a  colon- 
scope,  gastroscopy,  gastric  photography,  gastric  cytology, 
esophageal  motility  testing  and  secretin  tests. 

— Cardiopulmonary  laboratory  with  facilities  for  all  forms 
of  angiography  including  coronary  arteriography;  left  and 
right  heart  catheterization;  phonocardiography  and  pul- 
monary function  studies  including  diffusion  and  blood 
gases. 

— Pump  oxygenator  for  cardiopulmonary  bypass. 
— A  unit  for  hemodialysis. 

— Modern  X-ray  facilities  at  the  Clinic  including  image  in- 
tensification and  fluoroscopy  with  TV  monitoring  on  all 
units;  a  Siemens  multiplanigram  and  facilities  for  intra-oral 
dental  X-rays. 

The  data  processing  center  has  been  developed  for  both  medical 
assistance  and  for  clerical  services. 

Physicians  here,  as  elsewhere,  disdain  paper  work.  In  fact,  they 
are  too  busy  practicing  medicine  to  be  bothered.  The  Clinic  makes 
a  special  effort  to  eliminate  all  but  necessary  procedural  detail.  This 
is  one  of  the  reasons  for  our  ample  ratio  of  3.5  paramedical  em- 
ployees per  physician. 

Personnel  —  excluding  doctors  —  number  almost  600  people. 

Treating  the  whole  person  is  the  goal  of  the  man  who  would 
practice  medicine  at  the  Marshfield  Clinic.  He  is,  therefore,  in- 
terested in  five  clinical  psychologists,  two  neuro-psychologists,  and 
five  bio-chemists  —  all  Ph.D's  —  being  on  the  staff.  Also,  the  five 
staff  social  workers  associated  with  our  department  of  psychiatry  — 
all  with  their  master's  degrees  —  augment  the  treatment  of  the 
"whole  patient". 

The  doctor  searching  for  a  sophisticated,  scientifically  stimulat- 
ing environment  will  find  it  at  the  Marshfield  Clinic. 

The  Clinic  demands  a  fine,  superbly  equipped  hospital,  well  staffed, 
precisely  run. 

Because  we  demand  just  that,  the  new  doctor  must  also.  For  the 
117  Clinic  doctors  are  virtually  St.  Joseph's  Hospital's  medical  staff. 
This  is  no  average  community  hospital  for  a  town  of  15,000.  In- 
stead, it  is  a  416  bed  establishment  owned  and  operated  by  the 
Sisters  of  the  Sorrowful  Mother.  Current  plans  call  for  further  ex- 
pansion and  additional  services  in  conjunction  with  the  new  con- 
struction plans  of  the  Clinic. 


65-640  O  -  77  -  30 
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Facilities  for  all  fields  of  medicine  are  available.  Included  is  a 
psychiatric  wing,  a  department  of  physical  medicine,  a  chronic 
disease  unit,  intensive  care  unit,  coronary  care  unit,  new  operating 
and  delivery  rooms,  and  a  linear  accelerator  unit.  Open  heart 
surgery  has  been  done  since  1962;  hemodialysis  for  eight  years; 
cryosurgery  and  just  about  all  other  specialized  surgical  procedures 
are  also  accomplished  here. 

St.  Joseph's  Hospital  School  of  Nursing  has  over  100  student 
nurses  in  training. 

The  doctor  joining  the  Clinic  expects  an  instant  practice  among  peers 
he  can  respect. 

He  has  no  desire  to  spend  three  or  four  years  building  a  practice. 
But,  because  he  is  searching  for  the  happy  combination  of  patient 
care,  research,  and  ample  time  for  advanced  education,  he  does 
not  want  the  patient  load  oppressive. 

"Semi-academic"  and  "scientific"  are  adjectives  used  to  modify 
the  "medicine"  he  would  practice. 

The  man  we  seek  is  probably  young,  but  not  necessarily.  This 
doctor  is  idealistic  in  his  desire  to  practice  the  best  medicine  pos- 
sible in  the  last  third  of  the  20th  Century.  But,  he  is  surprised  to 
find  that  he  shares  that  idealism  with  men  almost  twice  his  age. 

Because  the  physician  demands  the  best  of  himself,  he  demands 
equally  of  the  clinic  staff  about  him.  One  of  our  newer  internists 
put  it  this  way:  "When  I  call  on  a  urologist  I  want  to  be  damn  sure 
he  knows  his  stuff." 

As  was  mentioned  earlier,  before  the  physician  comes  to  see  us, 
he  has  determined  that  group  practice  is  the  best  way  for  him  to 
practice  medicine.  He  sees  the  Clinic  as  a  place  to  take  care  of 
the  patient  as  a  whole.  Therefore,  the  doctor  does  not  see  single 
specialty  groups  as  the  best  clinical  medicine.  Rather,  he  is  set  on 
associating  with  a  multi-specialty  Clinic  abounding  with  sub- 
specialists. 

This  is  a  free-wheeling  sort  of  place,  perhaps  typically  mid- 
western  in  its  lack  of  stuffiness  and  protocol.  Heirarchy,  seniority 
worship  —  he  will  not  find  them  here.  So,  if  he  wants  a  formalized, 
strictly  structured  clinic,  best  he  search  elsewhere. 


The  young  associate  who  said  that  spoke  for  many  of  our  people. 
Here,  then,  are  some  Clime  and  staff  credentials  that  bespeak  the 
quality  we  talk  about: 

— Fifteen  physicians  have  academic  appointments  at  the  Univer- 
sity of  Wisconsin  or  the  University  of  Minnesota  Medical  Schools. 
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"The  opportunity  to  associate  with  the  doctors  here  is  the  second  great- 
est opportunity  of  my  life  . . .  after  my  kids." 

— Twenty  one  of  our  people  made  1971-72  presentations  at  na- 
tional or  interstate  meetings.  96  papers  were  presented  at  state,  re- 
gional and  national  meetings;  plus  65  papers  were  written  in  1972. 

— Twelve  physicians  recently  took  advantage  of  the  Clinic's 
"back-to-school"  program.  They  have  studied  at  Minnesota,  Wis- 
consin, Harvard,  Mayo's,  Sweden  and  London. 


The  Marshfield  Clinic  Foundation  for  Medical  Research  and  Education 
appeals  to  the  man  practicing  here. 

He  may  need  a  Clinic  with  a  research  arm  to  exploit  his  own  in- 
terest in  academic  medicine.  The  Foundation,  quartered  in  its  own 
building  near  St.  Joseph's  Hospital,  continues  to  expand  its  research 
programs  each  year.  Increasing  physician  interest  as  well  as 
private  and  public  sources  has  made  this  expansion  possible. 

The  laboratory  staff  of  the  Foundation  has  grown  to  over  30 
full  time  people  including  four  Ph.D  investigators  who  are  engaged 
in  both  basic  and  applied  clinical  research.  About  20  Clinic  physi- 
cians participate  in  an  equal  number  of  projects. 
Just  a  few  of  the  50  current  projects  are: 

— Pulmonary  Specialized  Center  of  Research 

— Studies  on  the  Role  of  Renin  in  Hypertension 

— Physician  Assistant  Program 

— Studies  of  Fertility  and  Sterility 

— Coronary  Drug  Project,  Effects  of  Drugs  on  the  Natural  His- 
tory of  Coronary  Artery  Disease 

— Investigation  of  the  Sensitization  Potential  of  Cosmetics 

— Use  of  Gallium  in  the  detection  of  cancer 

— Family  Health  Center  assisting  the  economically  disadvan- 
taged 

— North  Central  Outreach  Project  (Shared  Services) 


Ronald  Roberts,  PhD,  one  of  the  investi- 
gators at  the  Clinic  Foundation  research 
center  uses  the  ultracentrifuge  in  his 
studies. 
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The  foundation  exists  for  other  than  applied  and  basic  research. 
It  sponsors  educational  programs  and  informational  sessions  for 
students,  Wisconsin  citizens,  and  physicians.  The  Foundation  staff 
serves  on  the  teaching  staff  at  the  University  of  Wisconsin,  Marsh- 
field-Wood  County  Campus.  Also,  the  Foundation  is  basic  to  the 
continued  training  of  our  professional  staff  on  a  post-graduate 
level,  the  intern  and  residency  programs.  The  Foundation  is  also 
involved  in  community  service  through  the  sponsorship  of  programs 
for  those  requiring  minimal  psychiatric  care. 

An  educational  program  involving  medical  students  and  house  staff  is 
vital  to  the  physician  who  will  practice  here. 

He  is  confident  in  his  knowledge  and  ability  and  may  want  to 
teach  others.  Also,  he  recognizes  a  residency  program  adds  to  the 
professional  environment. 

The  Clinic  has  provided  preceptee  training  for  the  University  of 
Wisconsin  Medical  School  since  the  inception  of  the  program. 

The  residency  program  at  Marshfield  includes  surgery  and  derm- 
atology and  several  other  fields  in  which  electives  can  be  taken.  An 
affiliated  internal  medicine,  residency  program  with  the  Univer- 
sity of  Wisconsin  Medical  School  has  been  implemented.  Several 
other  specialty  residency  programs  will  be  in  operation  in  the  im- 
mediate future. 

New  trends  in  medicine  are  explored  here. 

Despite  the  fact  that  the  doctors'  practices  are  large,  the  referral 
area  wide  and  growing  continuously,  the  Marshfield  Clinic  has  been 
increasingly  concerned  with  the  major  problems  facing  medicine 
today.  The  directors  have  involved  themselves  in  seeking  new  meth- 
ods for  delivering  health  care  services,  enlarging  the  scope  of 
present  services  to  cover  those  not  already  adequately  cared  for, 
and  trying  to  elevate  the  standards  of  medical  care  in  the  predom- 
inantly rural  areas  far  removed  from  adequate  medical  facilities. 
The  Clinic  has  been  working  closely  with  federal  and  state  agencies 
including  the  Comprehensive  Health  Planning  agencies. 


LOWER  LEFT: 

Dermatology  residents  from  the  Uni- 
versity of  Wisconsin  Medical  School 
work  with  Dr.  Schorr  of  the  Clinic 
staff. 


LOWER  RIGHT: 

A  resident  in  surgery  at  the  Clinic 
studies  a  chest  X-ray  with  Clinic  tho- 
racic surgeon,  Di.  Lawton. 
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Prepaid  Comprehensive  Health  Plan  receiving  national  attention. 

Much  attention  has  been  given  in  recent  years  to  alternative 
means  of  financing  and  organizing  health  services  in  rural  areas  of 
our  nation. 

In  1969,  the  Marshfield  Clinic  and  St.  Joseph's  Hospital  of 
Marshfield  began  to  search  for  ways  to  cut  costs  without  jeopardiz- 
ing the  quality  of  health  care  delivery.  It  was  about  the  same  time 
the  federal  government  also  became  concerned  that  health  care 
costs  were  getting  out  of  hand. 

Two  years  later,  in  1971,  with  the  cooperation  of  the  Wisconsin 
Blue  Cross  and  Surgical  Care  Blue  Shield  programs,  the  Greater 
Marshfield  Community  Health  Plan  was  introduced. 

A  large,  117  physician  specialty  group  practice  coupled  with  an 
excellent  416  bed  hospital  facility  serving  the  greater  Marshfield 
community  through  the  availability  of  a  comprehensive,  prepaid 
health  plan  was  once  a  dream.  Now  it  is  a  reality  and  is  one  of  the 
few  rural  prepaid  health  plans  of  its  kind  in  the  country. 

Since  1971,  the  Greater  Marshfield  Community  Health  Plan  has 
been  dedicated  to  serving  the  total  health  needs  of  those  living  in 
the  area.  More  than  15,000  people,  40  percent  of  those  people 
eligible  living  within  20  miles  of  Marshfield,  are  now  participants 
in  the  prepaid  health  plan.  It  is  anticipated  that  in  the  near  future, 
there  will  be  almost  25,000  participants  in  the  plan. 

Regional  Services  (Shared  Services)  are  available  to  Wisconsin  hospitals 
and  solo  practitioners  for  greater  efficiency  and  improved  health  care 
delivery. 

Services  offered  include: 

EKG  -  Automated  systems  utilizing  telecommunications  via 
data  phones,  telecopiers  and  a  computer  . 

REMOTE  CARDIAC  MONITORING  -  Remote  continuous 
cardiac  monitoring  expected  to  be  made  available  soon. 

CLINICAL  LABORATORY  -  Clinical  laboratory  specimens 
currently  being  received  from  1 8  medical  institutions  through 
shared  services. 

CONSULTATION  -  Psychiatry,  psychology,  psychiatric 
social  services  and  neurology  consultation  services  are  being 
utilized  by  several  facilities  in  northcentral  Wisconsin. 

NUCLEAR  MEDICINE  -  Scanning  and  laboratory  operation 
consultation  services  are  available  to  private  practitioners  and 
health  institutions. 

PEDIATRIC  NEO-NATAL  EMERGENCY  CARE  - 
Specially  equipped  rescue  ambulance  and  a  doctor  are  always 
available. 


"Our  goal:  To  improve  Hie  quality  of 
life  in  the  Marshfield  area." 

The  Greater  Marshfield  Community 
Health  Plan  is  designed  to  do  just  that. 
The  people  at  The  Marshfield  Clinic 
and  St.  Joseph's  Hospital  two  years  ago 
stopped  talking  and  began  doing  some- 
thing about  filling  one  of  the  most  crit- 
ical needs  of  our  time:  The  need  for  a 
new  way  to  finance  delivery  of  healtfl 
care  services  in  the  face  of  constantly 
rising  costs. 

Blue  Cross  and  Surgical  Care  Blue 
Shield  agreed  to  administer  enrollment 
and  billing  services.  Today,  over  15,000 
area  residents  are  receiving  their  health 
care  through  the  Plan. 
These  citizens  pay  two  low  monthly 
rates,  one  for  single  persons  another  for 
a  family  of  any  size.  In  return,  they  are 
guaranteed  nearly  complete  health  care 
-  including  365  days  in  the  hospital, 
surgery,  X-ray,  laboratory  and  all  pro- 
cedures, immunization  and  physical 
exams  -  from  sore  throats  to  major 
surgery  and  all  out-patient  costs  as 
well. 

This  prepaid  group  practice  is  geared 
to  doing  all  that  is  necessary  to  sustain 
health  rather  than  merely  treat  illness. 
Our  physicians  and  our  patients  are 
equally  pleased  with  the  results  so  far. 
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The  physician  whose  foremost  desire  is  to  make  $100,000  annually  will 
not  be  content  here  in  Marshfield. 

We  are  not  implying  that  there  is  anything  wrong  with  making 
$100,000  a  year.  (Except,  that  the  tax  bite  hits  too  hard.) 

But,  here  we  have  made  a  choice.  We  know  we  cannot  have 
everything  and  $100,000  salaries,  too.  So,  we  have  chosen  medical 
and  economic  security,  the  best  of  facilities  and  equipment  and  the 
staff  and  patients  to  practice  avant  garde  medicine. 

By  many  doctors'  standards,  we  have  some  funny  notions  about 
compensation.  Others  agree  they  have  thought  the  same  for  years, 
but  often  found  their  beliefs  unpopular  —  especially  with  their 
superiors. 

Long  ago,  investigation  of  many  Clinic  salary  schedules  told  us 
that  generally  younger  men  were  not  being  paid  enough,  that  the 
older  men  were  getting  too  much,  and  the  middle  group  was  getting 
about  what  it  should. 

At  this  Clinic  we  believe  young  men  need  not  support  any  "senior 
partners".  And  they  do  not.  The  Clinic  directors  —  all  doctors  who 
have  been  with  us  for  two  years  or  more  —  vote  themselves  their 
annual  salaries.  All  physicians  regardless  of  specialty  reach  iden- 
tical top  salary  in  five  years  or  less  of  their  coming  to  Marshfield. 

Our  rationale  seems  to  appeal  to  many  of  those  who  are  consid- 
ering joining  us.  It  is  that  each  of  us  is  as  valuable  as  another  to 
the  patient,  to  human  need  and  suffering.  Here,  to  practice  the  best 
and  most  complete  medicine  possible,  we  need  each  other.  We  share 
equally  in  the  Clinic's  challenges,  problems  and  rewards. 

The  doctor's  wife  and  family  will  like  the  Clinic's  health  and  retirement 
plan,  vacation  schedule,  and  other  fringe  benefits. 

But  the  doctor  won't  consider  joining  us  for  any  of  those  reasons 
alone. 

An  old  timer  —  he's  over  50  —  went  overboard  recently  and 
called  the  fringe  benefits  "best  in  America;"  the  retirement  program 
—  "sensational." 

Our  personnel  people  don't  know  if  that's  truth  or  fiction.  They 
tell  us  though,  that  he's  probably  closer  to  being  right  than  wrong. 
Consider  the  facts: 


Two  golf  courses  are  within  min- 
utes of  the  Clinic. 


— Paid  vacation:  Begin  with  three  weeks  during  the  first 
year  and  progress  to  six  weeks  after  age  60. 

— Travel  Expenses:  $1000  annually  allowed  for  attending 
national,  regional,  or  specialty  meetings.  (Meeting  at- 
tendance not  deducted  from  vacation  time.) 

— Life  Insurance:  Up  to  $75,000  for  all  physicians. 

— Group  Hospitalization  and  Dental  coverage.  For  the 
physician  and  his  family  it  is  better  than  most  any 
commercial  plan. 

— Complete  professional  liability  insurance. 

■ — Sick  leave:  Three  months  at  full  salary.  Beginning  the 


91st  day,  insurance  coverage  provides  $1,000  monthly. 
After  six  months,  insurance  coverage  provides  an  ad- 
ditional $1,000  monthly,  or  a  total  of  $2,000  per  month 
until  the  physician  is  rehabilitated,  or  until  age  65.  (This 
is  in  addition  to  what  you  may  receive  from  social 
security.) 

— Retirement:  Maybe  it  is  "sensational."  The  physician 
must  retire  at  age  65  at  about  the  same  income  as  his 
salary.  Or,  he  may  choose  retirement  at  55  or  60. 

— Estate  planning. 
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If  it's  expressways,  huge  shopping  centers,  the  theater 
district,  and  very  bright  lights  you  seek,  forget  us. 

We  don't  smell  dirty  air  either.  Or,  see  dirty  water.  Or  drive 
40  minutes  to  the  hospital.  Or  wait  in  fear  if  our  16  year  old 
daughter  is  walking  home  alone  tonight  after  play  practice. 

Our  guess  is  that  the  city  of  Marshfield  (population  15,000) 
will  neither  attract  nor  repel  the  physician  from  afar.  He  will 
come  to  see  the  Clinic  and  the  men  practicing  medicine  here. 
But,  he  has  basic  demands  of  his  habitat: 

■ — He  wants  fine  schools  for  the  children.  This  city  has 
been  exceptionally  responsible  here,  and  our  national 
honor  scholarships,  SAT  scores,  and  fine,  new  physical 
plants  show  it. 

— He  would  like  it  to  be  safe,  clean,  attractive.  Marshfield 
is  that. 

—He  wants  to  feel  comfortable,  stimulated,  with  the 
people  around  him  in  the  community.  Here  he  will  meet 
academic,  business,  professional  people  —  young  and 
older  —  just  as  he  would  in  most  suburban  com- 
munities. 

— He  wants  a  nearness  to  recreational  outlets.  How  about 
a  half  mile  ski  run  with  tows?  Or  northern  pike  and 
musky  waters?  Or  goose,  duck  and  grouse  shooting? 
Water  skiing  or  sailing  and  snowmobiling?  Golf  at  a 
public  course  or  the  country  club  which  also  has  an 
indoor  all-year  pool?  Everything  is  within  30  minutes 
of  the  Clinic.  If  he  wants  to  see  the  Green  Bay  Packers 
play  on  Sunday  or  Big  Ten  Games  in  Madison  on 
Saturday,  it's  a  leisurely  two  and  a  half  hour  drive  to 
either. 

— Culture  —  the  academic  life?  A  two-year  division  of 
the  University  of  Wisconsin  is  here  in  Marshfield. 
Thirty-five  minutes  away  is  Wisconsin  State  University  - 
Stevens  Point,  with  9,000  students  in  both  undergrad- 
uate and  graduate  programs.  (Several  Clinic  wives  are 
finishing  degree  requirements.)  The  same  ballet  troupes, 
symphony  orchestras,  touring  theater  groups  that  play 
Minneapolis,  Milwaukee  and  Chicago,  can  be  seen  there. 
— Shopping  and  a  night  in  the  big  town  —  it's  an  hour's 
flight  in  scheduled  turbo-jet  commuter  planes  to  both 
those  big  cities  —  Chicago  and  Minneapolis.  Or,  drive 
i!  in  four  to  five  hours. 
— Living  —  would  you  believe  forested  acre  lots,  over- 
looking a  river  scene,  go  for  under  S4.000  —  only  eight 
minutes  from  the  Clinic?  They  do. 
This  we  promise  —  no  hard  community  sell.  For  the  physician 
who  wants  to  visit  the  Clinic  and  a  wife  who  wants  to  visit 
Central  Wisconsin,  there  will  be  hosts  from  this  staff  to  answer 
their  questions  and  show  them  the  community.  Fair  enough? 


Northern  Wisconsin  is  nationally 
known  as  a  fishing  paradise. 


Education  at  all  levels  is  vital  to  Clinic 
people.  A  responsible  Marshfield  citi- 
zenry has  provided  for  new  physical 
plants  from  kindergarten  through  the 
college  sophomore  year.  A  Wisconsin 
State  University  of  9,000  students  with 
both  bachelors  and  masters  degree  pro- 
grams is  35  minutes  away. 
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One  of  four  physicians  will  be  intrigued  with  the  realities  of  practicing 
medicine  here.  If  you  are  that  one  doctor,  will  you  come  visit  us? 

We  shall  continue  to  provide  the  best  medical  care  possible.  We 
acknowledge  that  most  patients  cannot  judge  the  quality  of  medical 
care,  that  in  many  instances  medical  care  of  lesser  quality  is  more 
palatable  to  patients.  We  will  work  to  make  our  superior  medical 
care  as  attractive  as  possible  to  those  patients. 

We  shall  continue  in  every  way  to  make  the  way  of  practicing 
medicine  at  the  Marshlield  Clinic  as  attractive  as  possible  to  the 
men  working  in  the  group.  We  will  provide  the  best  possible  facil- 
ities and  permit  only  those  men  in  the  group  who  can  merit  and 
maintain  the  respect  of  their  colleagues. 

Presently  we  are  constructing  a  new  Clinic  building.  With  117 
doctors  today,  a  need  for  130  tomorrow,  and  possibly  150  the  day 
after  tomorrow,  we  must  be  prepared  to  offer  the  patient  service  de- 
manded of  us  from  the  area  we  serve,  an  area  of  over  10.000  square 
miles  and  one  million  people. 

Several  U.  S.  Secretaries  of  Health,  Education,  Welfare  have 
been  at  the  Clinic  with  us.  We  visualize  more  streamlined  patient 
handling,  while  preserving  human  dignity  in  patient  care.  We  will 
enlarge  our  residency  program,  expand  our  computer  linkage  with 
the  HEW  memory  bank  in  Washington  on  one  hand  and  smaller 
Clinics  and  hospitals  in  Wisconsin  on  the  other. 

If  dreams  such  as  these  excite  you,  too,  as  they  excite  us.  then 
you  may  well  be  the  one  in  four  doctors  we  want  to  join  us;  and 
who  will  find  the  medical  practice  he  seeks  at  a  Clinic  we  believe 
is  targeted  for  greatness. 

We  invite  you,  then,  to  visit  us  and  find  out. 


James  M.  Ensign,  Clinic  Executive  Di- 
rector, and  David  R.  Jaye,  President  of  St. 
Joseph's  Hospital  discuss  the  plans  for  the 
medical  center. 
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Senator  Nelson.  If  the  members  of  the  committee  have  any  addi- 
tional questions  for  either  of  you  or  Mr.  Nycz,  I  assume  you  would  be 
prepared  to  respond  to  them  in  writing  for  the  hearing  record  ? 

Dr.  Lawton.  Yes,  Senator. 

[Additional  material  submitted  by  Dr.  Lawton  follows :] 
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SUBJECT:     IMPACT  OF  OPEN  ENROLLMENT  MEMBERS  OF  A  PREPAID  GROUP 
PRACTICE  ON  UTILIZATION  AND  COST  OF  PROVIDING  CARE. 

TITLE:        A  PILOT  STUDY  COMPARING  THE  UTILIZATION  AND  HEALTH  CARE 
COSTS  INCURRED  BY  GROUP  AND  NONGROUP  ENROLLEES  OF  A 
PREPAID  GROUP  PRACTICE. 

AUTHOR:      INGO  ANGERMEIER 

CONTRACTOR:  Marshfield  Medical  Foundation 

Marshfield,  Wisconsin 

CONTRACT  OFFICER:    Frederick  J.  Wenzel 
Executive  Director 

PURPOSE  OF  THE  STUDY:    To  demonstrate  the  effects  of  an  open  enroll- 
ment on  the  utilization  of  plan  benefits  and  the  cost  of 
providing  those  benefits;  to  provide  an  empirical  base  line 
describing  the  effects  of  nongroup  enrollees  for "plans 
contemplating  instituting  a  policy  of  open  enrollment. 

METHOD  USED:    Utilizing  the  data  files  of  the  Clinic,  all  enrollees 
of  the  Greater  Marshfield  Community  Health  Plan  were 
categorized  according  to  group  and  nongroup  status.  They 
were  then  placed  into  frequency  distributions  describing 
outpatient  utilization,  inpatient  utilization,  cost  of 
outpatient  care,  cost  of  inpatient  care,  and  total  health 
care  costs  incurred.    These  distributions  were  tested  to 
determine  whether  the  observed  distributions  corresponded 
to  expected  experience.    A  second  study  similar  in  struc- 
ture to  the  first  was  undertaken  describing  only  those 
group  and  nongroup  enrollees  with  at  least  six  months 
experience  in  the  plan  prior  to  the  study  year. 

SIGNIFICANT  FINDINGS  AND  CONCLUSIONS:     Compared  to  group  enrollees 
of  the  total  plan,  nongroup  members  have  higher  utiliza- 
tion and  health  care  costs.    The  difference  in  the  health 
care  behavior  between  group  and  nongroup  enrollees  with 
prior  experience' is  less  than  that  of  the  total  plan.  It 
is  not  prohibitive  for  the  GMCHP  to  provide  benefits  to 
nongroup  enrollees. 

RECOMMENDATIONS:     The  GMCHP  should  continue  to  practice  its  policy 
of  open  enrollment.    This  study  should  be  taken  as  a  base 
line  describing  one  planT  s  experience  with  nongroup 
enrollees  and  may  encourage  other  plans  to  consider  such 
a  policy. 
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CHAPTER  I 
INTRODUCTION 

A  -  Background  Information 

The  health  care  delivery  system  of  the  United  States  has 
been  the  subject  of  increasing  scrutiny  by  health  care  professionals 
public  lawmakers,  and  the  consumers  of  health  care.    Much  dis- 
satisfaction has  been  expressed  over  discontinuity  of  care,  in- 
consistent quality  of  care,  and  poor  accessibility- -all  in  the 
face  of  rapidly  rising  costs. 

The  recent  development  of  Health  Maintenance  Organizations 
(HMOs)  has  been  hailed  by  many  as  the  savior  of  the  American 
health  care  delivery  system.    HMOs  are  generally  thought  to 
be  organizations  contracting  directly  with  consumers  to  provide 
a  comprehensive  package  of  health  care  services  at  a  fixed 
price  to  the  alleged  end  of  maintaining  health  as  opposed  to 
active  disease  treatment.    The  number  of  definitions  of  what 
an  HMO  is  and  does  is  matched  only  by  the  number  of  organiza- 
tions claiming  to  practice  health  maintenance. 

In  spite  of  their  widely  varying  organizational  structures 
and  benefit  packages,  proponents  of  HMOs  insist  on  comparing 
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their  utilization  rates  and  hospital  inpatient  days  to  both  each 
other  and  the  alternative  fee-for-service  system.    The  publications 
they  generate  extolling  their  merits  bulge  with  statistics  claiming 
that  emphasis  on  preventative  outpatient  care  has  lowered  hospital 
inpatient  utilization  to  less  than  half  the  national  average.  - 

However,  should  not  the  HMO  compare  utilization  rates  of  like 
populations  for  any  such  comparisons  to  be  valid?   Few  HMOs 
allow  enrollment  for  those  over  65.    Few  HMOs  provide  services 
to  those  on  Medicaid.    Few  HMOs  open  their  enrollment  to  those 
that  are  not  members  of  an  employee  or  union  group.    Most  of 
those  that  do  require  physicials  to  eliminate  coverage  for  pre- 
existing conditions  or  require  security  deposits.    While  HMOs 
experience  lower  rates  of  hospitalization  than  the  national  average, 
it  remains  unclear  whether  they  do  so  as  a  result  of  their  emphasis 
on  maintenance  or  as  a  result  of  their  enrollment  selectivity. 
Until  such  time  as  these  prepaid  group  practices  can  demonstrate 
their  claims  of  lower  utilization  and  greater  cost  effectiveness 
on  the  population  at  large,  their  claims  of  efficiency  will  remain 
questionable. 

If  current  legislation  is  any  indication  of  lawmakers 
preferences,  prepaid  group  practices  will  be  increasingly  en- 

1.     I.  S.  Falk,  "Prospects  for  Prepaid  Group  Practice,  "  American 
Journal  of  Public  Health,  Vol.  59  (January,  1969.  ) 
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couraged  to  open  their  enrollment  policies.    As  of  1973,  eight 
of  the  twelve  states  which  have  enacted  HMO  legislation  are 
requiring  some  form  of  enrollment  beyond  closed  employee 
groups.    These  laws  indicate  that  prepaid  group  practices  must 
open  their  enrollments  at  least  somewhat  after  a  given  length 
of  developmental  time --usually  two  years. 

The  "Health  Maintenance  Organization  Act  of  1973"  sets 
the  guidelines  for  a  federally  certified  HMO.    Section  301.4  of 
this  act  states  that  an  HMO  must  "have  an  open  enrollment  period 
of  not  less  than  30  days  at  least  once  during  each  consecutive 
twelfth  month  period  during  which  enrollment  period  it  accepts, 
up  to  its  capacity,  individuals  in  order  in  which  they  apply  for 
enrollment,  .  .  .  "^   It  is  becoming  increasingly  more  clear 
that  for  HMOs  to  continue  their  popularity  as  a  viable  alternative 
to  the  existing  health  care  delivery  system,  they  must  open  their 
enrollments  to  serve  the  entire  populus. 
B  -  Purpose  and  Scope  of  this  Study 

This  study  is  being  undertaken  to  demonstrate  the  effects 
(or  lack  thereof)  of  an  open  enrollment  on  the  utilization  and  costs 
of  providing  care  in  a  prepaid  group  practice.    For  prepaid  plans 
to  fairly  justify  their  claim  as  a  low  cost  alternative  health  care 

2.     Health  Maintenance  Organization  Act  of  1973,  (Washington 
Government  R-inting  Office,  Washington,  D.  C.  ,  1973.  ) 
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delivery  system,  they  must  do  so  by  servicing  a  cross  section 

of  the  population. 

C  -  Review  of  the  Literature 

A  review  of  the  literature  describing  group  and  nongroup 
experience  in  the  HMO  setting  does  more  to  demonstrate  the  need 
for  further  study  in  the  area  than  shed  much  light  on  the  topic. 
This  is  due  largely  to  the  fact  that  few,  if  any,  other  HMOs  open 
their  enrollments  to  a  population  at  all  comparable  to  the  total 
population. 

In  contrast  to  their  reluctance  to  provide  services  to  the 
entire  population,  the  proponents  of  many  of  these  prepaid  plans 
compare  their  rates  of  utilization  of  care  to  that  of  the  general 
public  or  some  other  incomparable  group  of  consumers.  ^  Such 
comparisons  are  invalid  largely  because  of  the  selection  process 
of  those  considered  eligible  for  the  plan.    Some  examples  of 

3.     Ray  Bloomberg,  "Group  Practice  Hospital:   How  Seattle  Plan 
Works,  How  Doctors  are  Paid,  "   Modern  Hospital,  Vol.  112 
(May,  1969.) 

Gunnar  Fredriksen,  "HMO's:   New  Horizons  or  Organizational 
Nightmares?"   Hospital  Progress,  Vol.  53  (April,  1972),  p.  44. 

Gordon  K.  MacLeod  and  Jeffrey  A.  Prussin,  "The  Continuing 
Evoluation  of  Health  Maintenance  Organizations,  "   New  England 
Journal  of  Medicine,  Vol.  288  (March  1,  1973),  p.  442. 

Greer,  Williams,  "Kaiser:    What  is  it?    How  Does  it  Work? 
Why  Does  it  Work?"   Modern  Hospital,  Vol.  116  (February 
1971),  p.  78  &  83. 
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eligibility  requirements  used  to  "weed  out"  alleged  high  risk 

groups  include  employment  with  an  acceptable  group,  a  pre- 

enrollment  physical  to  screen  pre-existing  conditions,  a  large 

initial  capital  investment,  or  ownership  of  a  home.  "These 

medical  care  systems  (HMOs)  cater  essentially  to  the  working 

populations.    The  socioeconomic  population  distribution  is 

truncated  because  the  very  poor  and  the  wealthy  are  not  included. 

Particularly  if  poor  populations  are  excluded,  HMOs  are  not 

likely  to  have  the  widespread  significance  in  solving  the  problems 

4 

in  universal  access  to  medical  care. 

A  study  completed  by  Densen,  Shapiro,  and  Einhorn  con- 
firmed that  high  utilizers  of  care  tend  to  remain  high  and  low 
utilizers  of  care  tend  to  remain  low.    While  no  attempt  is  made 
in  the  study  to  correlate  high  utilization  with  socioeconomic 
characteristics,  the  work  implies  such  a  relationship.    A  draw- 
back of  the  study  is  that  no  attempt  is  made  to  correlate  utilization 
with  cost  of  providing  care.  ^ 

4.  Ernest  Saward  and  Merwyn  R.  Greenlick,  'Health  Policy  and 
the  HMO,  "   Milbank  Memorial  Fund  Quarterly,  Vol.  50 
(April,  1972),  p.  169. 

5.  Paul  M.  Densen,  Sam  Shapiro,  and  Marilyn  Einhorn,  "Con- 
cerning High  and  Low  Utilizers  of  Service  in  a  Medical  Care 
Plan,  and  the  Persistence  of  Utilization  Levels  Over  a  Three 
Year  Period,  "    Milbank  Memorial  Fund  Quarterly,  Vol.  37 
(July,  1957),  p.  217. 
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Research  by  Greenlick,  Freeborn,  Colombo,  Prussin,  and 
Saward  compares  the  utilization  of  medical  care  services  by  the 

general  membership  of  a  prepaid  group  plan  to  that  of  an  OEO 

Comprehensive  Neighborhood  Health  Center  program.  Findings 

from  the  study  are,  however,  non-generalizable  to  the  total 

public  in  that  the  selection  criteria  for  the  OEO  population  included 

families  with  specific  known  health  problems  requiring  attention.  ^ 

A  research  report  conducted  by  Dr.  Robert  L.  Peterson 

comparing  inpatient  and  outpatient  utilization  of  like  populations 

concluded  that  inpatient  hospital  admission  rates  are  generally 

lower  for  prepaid  group  practice  enrollees  than  for  comparable 

holders  of  private  insurance  policies.    While  the  results  of 

this  study  are  conclusive,  the  groups  involved  again  do  not  repre- 

n 

sent  a  cross  section  of  the  population. 

While  these  and  other  studies  describing  how  prepaid  group 
practices  affect  the  utilization  rates  of  their  enrollees  are  useful, 
they  do  not  describe  a  situation  where  care  is  provided  to  a  cross 
section  of  the  population.    "What  is  regarded  as  the  crucial  test 

6.  Merwyn  R.  Greenlick,  Donald  K.  Freeborn,  Theodore  J. 
Colombo,  et  al,  "Comparing  the  Use  of  Medical  Care  Services 
by  a  Medically  Indigent  and  a  General  Membership  Population 
in  a  Comprehensive  Prepaid  Group  Practice  Program," 
Medical  Care,  Vol.  10  (May-June,  1972),  p.  187. 

7.  Robert  L.  Robertson,  "Comparative  Medical  Care  Use  Under 
Prepaid  Group  Practice  and  Free  Choice  Plans:  A  Case  Study,  " 
Inquiry,  Vol.  9  (September,  1972),  p.  70. 
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for  the  prepayment,  capitation,  group  plan  would  be  its  record 

in  serving  these  segments  of  the  population  usually  excluded 

from  medical  plans  restricted  to  the  gainfully  employed.  There 

is  a  lively  curiosity  about  how  a  prepaid  plan  would  fare  with  a 

low  income  group.  "® 

Another  important  issue  is  the  extent  to  which  congressional 
action  will  force  some  form  of  community  rating  on  HMOs.  It 
seems  far  better  for  this  issue  to  be  resolved  in  the  context 
of  national  health  insurance  legislation  than  in  statutes  per- 
taining to  HMOs.    If  HMOs  are  forced  to  community  rate  all 
or  large  numbers  of  their  enrollees,  such  a  constraint  can 
only  be  viewed  as  a  severe  hindrance  to  their  development 
and  expansion,  particularly  if  open  enrollment  is  required.  ^ 

This  study  will  compare  the  health  care  experience  of  group 

and  nongroup  enrollees  in  a  community -rated  prepaid  group  plan 

who  are  comparable  to  the  fee-for-service  population  of  the  same 

area. 

D  -  Definition  of  Terms 

Listed  below  are  definitions  of  certain  terms  which  will  be 
referred  to  throughout  the  text  of  this  paper.    These  definitions 
are  meant  to  lend  continuity  to  this  study  and  may  or  may  not 
correspond  with  definitions  found  elsewhere. 


8.     "Prepaid,  Capitation,  Group-Practice  Plans  of  Health  Care 
Including  Health-Maintenance  Organizations,  "  New  York  State 
Journal  of  Medicine,  Vol.  71  (September,  1971),  p.  2211. 


9.     Robert  D.  Eilcrs,  "The  Implications  of  HMO's  for  Private 
Insurers, "  Inquiry,  Vol.  10  (March,  1973),  p.  62-63. 
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Greater  Marshfield  Community  Health  Plan  (GMCHP):  GMCHP 
is  a  prepaid  group  practice  health  plan  sponsored  by  the  Marsh- 
field  Clinic,  St.  Joseph's  Hospital,  and  Wisconsin  Blue  Cross- 
Surgical  Care  Blue  Shield.    The  plan  is  described  as  an  HMO 
offering  a  comprehensive  range  of  benefits  for  a  fixed  monthly 
fee  with  emphasis  on  the  elimination  of  barriers  toward  re- 
ceiving maintenance  type  care. 

Eligible  Population:    The  population  eligible  for  enrollment 
in  GMCHP  is  any  person  or  persons  under  age  65  who  live  and/ 
or  work  in  Marshfield  or  30  defined  contiguous  townships 
surrounding  the  Marshfield  area.    (See  appendix  A  for  map 
of  the  Greater  Marshfield  Community  Health  Plan  area.  ) 

Group  Member:  A  group  member  is  an  enrollee  in  GMCHP 
who  enters  the  plan  within  a  block  of  five  or  more  contracts. 
This  block  is  a  group  of  persons  associated  for  some  purpose 
other  than  the  sole  ends  of  purchasing  insurance. 

Nongroup  Member:   A  nongroup  member  is  an  enrollee  in 
the  Greater  Marshfield  Community  Health  Plan  who  contracts 
directly  with  the  plan  for  either  himself  or  his  family. 

Community -Rating:    Community -rating  is  the  setting  of  an 
insurance  charge  based  on  the  experience  of  the  entire  eligible 
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population.    All  insurees  are  charged  the  same  contract  rate 
irrespective  of  their  place  of  employment,  past  insurance 
experience,  or  present  medical  condition. 

Experience  -Rating:   Experience-rating  is  the  determination 
of  an  insurance  charge  which  varies  within  the  insured  block 
according  to  some  predetermined  parameters.    The  GMCHP 
offers  only  a  community  rate  in  that  all  plan  participants, 
whether  group  or  nongroup,  are  charged  the  same  contract 
rate. 

Open  Enrollment  Period:    An  open  enrollment  period  is  a 
designated  length  of  time  during  the  year  when  any  eligible 
person  or  persons  may  join  the  GMCHP.  Nongroup 
enrollees  must  enroll  during  such  periods  while  group 
contracts  are  accepted  at  any  time.    This  is  done  to  pro- 
tect the  plan  from  those  who  would  enroll  with  the  intent 
to  satisfy  some  known,  significant  medical  problem. 

Encounter:   An  encounter  is  an  ambulatory  contact  between 
the  patient  and  the  provider  of  health  care.    "Provider  refers 
to  a  physician,  oral  surgeon  or  other  person  primarily  responsible 
for  assessing  the  condition  of  the  patient,  for  exercising  inde- 
pendent judgement  as  to  the  care  of  the  patient,   and  for 
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services  rendered  for  a  given  encounter.  Physician 
assistants,  nurse  practitioners,  speech  therapists,  and 
audiologists  may  be  considered  as  providers  of  care. 

Because  the  Marshfield  Clinic  does  fill  out  encounter 
forms,  encounters  have  been  approximated  from  computer 
records  of  patient  registrations.    One  patient  seeing  one  pro- 
vider on  one  day  is  tallied  as  one  encounter.    One  patient 
seeing  three  providers  on  one  day  is  tallied  as  having  three 
encounters.    Laboratory  tests  and  X-ray  procedures  are 
assigned  to  the  provider  ordering  the  tests.    If  no  face-to-face 
contact  occurs  between  the  patient  and  the  provider  ordering 
the  tests,  an  encounter  is  tallied  for  the  procedure  because  it 
represents  the  expenditure  of  a  health  care  resource.  If 
such  contact  should  occur,  the  tests  are  included  with  the 
contact  encounter  and  only  one  encounter  is  tallied.  En- 
counters are  tallied  for  ambulatory  contacts  where  no  charge 
is  made. 

Inpatient  Days:   Inpatient  days  are  the  number  of  days  of 
service  rendered  on  an  inpatient  basis  counted  from  the  day 
of  admission  to  the  day  before  discharge. 


Guidelines  for  Producing  Uniform  Data  for  Health  Care 


Plans,  (DHEW  Pub.  No.  HSM  73-3005,  1972),  p.  34. 


485 


11 


Cost  of  Providing  Care:    The  cost  of  providing  care  is  that 
amount  of  resources  (expressed  in  dollars)  expended  by  the 
GMCHP  in  providing  its  enrollees  with  contracted  benefits 
during  a  given  period.    For  purposes  of  this  study,  the  cost 
of  providing  care  is  approximated  according  to  the  limita- 
tions defined  in  Chapter  II. 
E  -  Clinic  Setting 

The  Marshfield  Clinic  was  founded  as  a  multispecialty  group 
practice  in  1916  by  six  physicians.    From  this  group  has  developed 
the  present  organization  of  120  physicians  representing  26  specialty 
and  subspecialty  departments.    In  the  year  1973,  the  Marshfield 
Clinic  had  212,014  registrations. 

On  March  1,  1971,  the  Clinic,  in  conjunction  with  St. 
Joseph's  Hospital  and  Wisconsin  Blue  Cross -Surgical  Care  Blue 
Shield,  began  serving  patients  under  the  Greater  Marshfield 
Community  Health  Plan.    Negotiations  between  the  three  parties 
sponsoring  the  plan  had  been  underway  approximately  one  year 
prior  to  the  plan's  opening.    (See  Appendix  B  for  an  organiza- 
tional chart  of  the  GMCHP.  ) 

Two  objectives  of  the  plan  were  "to  establish  the  cost  of 
high  quality  medical  care  in  this  type  of  program  in  rural  "Wis- 
consin, and  to  make  the  same  comprehensive  care  available  to 
all  citizens  within  the  Greater  Marshfield  area.  "   In  line  with 
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the  first  objective,  plan  benefits  were  made' as  comprehensive 
as  practical.    (See  Appendix  C  for  provisions  of  the  Greater 
Marshfield  Community  Health  Plan.  )   Meeting  the  second 
objective  involved  opening  the  plan's  enrollment  to  individual 
community  members  as  well  as  employee  groups.  Individual 
enrollees  are  treated  exactly  as  group  members  of  the  plan.  No 
one  receives  a  pre  -enrollment  physical  to  screen  for  pre-existing 
conditions;  no  initial  deposits  are  required;  and  all  enrollees  are 
charged  the  same  monthly  contract  rate. 

Enrollment  in  the  GMCHP  has  grown  from  9,  848  par- 
ticipants in  January  of  1972  to  over  17,500  two  years  later. 
This  represents  approximately  40  percent  of  the  population 
eligible  for  the  plan. 

Because  of  the  large  referral  nature  of  the  Marshfield 
Clinic,  the  GMCHP  represents  less  than  12  percent  of 
the  gross  income  of  the  Marshfield  Clinic. 

In  the  fall  and  winter  of  1973,  the  GMCHP  expanded  its 
target  area  to  include  two  contiguous  counties,  Clark  and 
Taylor.    Experience  from  these  affiliated  plans  will  not  be 
included  in  this  study  due  to  their  presently  small  enrollments. 

If  anticipated  income  would  motivate  a  physician's  regi- 
mine  of  treatment,  the  fee-for-service  patient  may  tend  to  be 
"over-treated"  while  the  GMCHP  patient  would  receive  less 
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care.    However,  all  providers  of  care  at  the  Marshfield  Clinic 
are  salaried  employees.    Further,  from  the  outset  of  the  plan. 
Clinic  physicians  indicated  a  preference  toward  treating  plan 
members  in  the  same  manner  as  fee-for- service  patients.  To 
facilitate  this,  physicians  are  given  no  information  regarding 
any  patient's  method  of  payment.    The  Marshfield  Clinic  phy- 
sicians do  not  know  whether  or  not  the  patient  they  are  treating 
is  a  member  of  the  CMC  HP.    (An  unpublished  report  completed 
by  Joel  Broida  confirmed  this.  )   The  utilization  rates  and  cor- 
responding costs  of  providing  care  presented  in  this  study  com- 
pare group  and  nongroup  experience  ordered  by  a  physician  whose 
actions  are  not  guided  by  knowledge  of  the  patient's  method  of  payment. 
F  -  The  Hypotheses 

The  Greater  Marshfield  Community  Health  Plan  serves  a 
population  which  has  been  shown  to  represent  a  true  cross  section 
of  the  total  population  of  the  same  area.    Most  operating  HMOs 
limit  their  enrollment  to  include  only  low  risk  employee  groups. 
Since  lawmakers  are  encouraging  prepaid  health  plans  to  broaden 
their  eligibility  requirements,  a  comparison  of  the  GMCHP's  ex- 
perience with  providing  care  to  group  and  nongroup  enrollees  may 
be  helpful  to  plans  broadening  their  eligibility  requirements  to 
include  nongroup  enrollees. 

The  primary  hypothesis  of  this  study  is  that  the  utilization 
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and  cost  of  providing  health  care  to  nongroup  enrollees  of  the 
GMCHP  does  not  differ  significantly  from  the  experience  of  the 
group  enrollees.    This  notion  leads  to  several  secondary  hypo- 
theses to  be  tested.    Briefly  stated,  these  are  that  the  nongroup 
enrollees,  compared  to  the  group  members,  will  incur:    1)  the 
same  rate  of  outpatient  encounters;    2)  the  same  number  of  inpatient 
days;    3)  the  same  costs  for  outpatient  services;    4)  the  same  costs 
for  inpatient  care;   and   5)  the  same  costs  for  total  health  care 
services  provided. 
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CHAPTER  II 
METHODOLOGY 

A  -  Study  Design 

In  order  to  describe  the  GMCHPs  group  and  nongroup 
experience  in  detail,  percentage  frequency  distributions  of 
group  and  nongroup  enrollees  were  generated.    These  distri- 
butions categorized  enrollees  by  number  of  encounters,  number 
of  inpatient  days,  and  dollar  intervals  describing  cost  of  out- 
patient care,  inpatient  care,  and  total  health  care  costs.  This 
study  will  include  data  from  all  persons  enrolled  and  active 
in  the  plan  from  July  1,  1972  through  June  31,  1973.  1  A  full 
year  cycle  is  chosen  to  eliminate  seasonal  variations  in  the 
utilization  of  health  care.    The  specific  year  chosen  for  this 
study  represents  a  time  period  during  which  the  capitation  rate 
paid  the  Clinic  and  per  diam  rate  paid  the  hospital  remained  the 
same.    Enrolee  subscription  fees  were  also  constant. 

1.  To  simplify  data  collection  and  display,  the  experience 
of  persons  entering  or  exiting  the  plan  during  the  study 
year  will  not  be  included. 
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The  use  of  encounters  as  a  measure  of  outpatient  utiliza- 
tion carries  with  it  certain  limitations  which  must  be  noted. 
The  definition  of  encounter  usually  varies  from  one  institution 
to  another.    Often  it  is  described  as  a  face-to-face  contact 
between  an  enrollee  and  a  physician.    Using  this  definition,  the 
degree  to  which  various  plans  utilize  paramedical  personnel  can 
become  important.    For  purposes  of  this  study,  the  definition  of 
encounter  is  meant  to  reflect  some  measure  of  the  number  of 
ambulatory  health  care  resources  expended  by  an  enrollee 
(see  page  9  for  GMCHPs  definition  of  encounter.  )  In  light  of 
potential  discrepancies  between  what  various  plans  define  as 
an  encounter,  care  must  be  taken  in  comparing  GMCHPs  out- 
patient encounter  rate  to  that  of  other  plans.    However,  insofar 
as  encounters  are  tallied  in  the  same  manner  for  group  and 
nongroup    enrollee s  within  this  study,  the  relationship  between 
the  group  and  nongroup  experience  should  be  of  value. 

The  method  of  tallying  enrollee  inpatient  days  is  a  bit  more 
straightforward  and  universal  among  prepaid  plans.  Comparison 
to  the  GMCHPs  experience  is,  however,  subject  to  the  limitation 
of  its  broad  eligibility  requirements  for  enrollment. 

Besides  comparing  the  utilization  rates  of  group  and  non- 
group  enrollees,  the  costs  of  providing  care  to  these  units  will 
be  described.    Because  of  the  aforementioned  difficulties  in- 
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volved  in  the  comparison  of  encounter  rates,  the  costs  of  pro- 
viding these  outpatient  services  will  be  compared  for  the  two 
units.    Subject  to  the  limitations  of  the  costing  method  used, 
this  comparison  should  reveal  in  terms  of  dollars  how  many 
more  or  less  health  care  resources  must  be  applied  to  the 
nongroup   members  of  the  GMCHP. 

A  comparison  of  the  costs  of  providing  inpatient  care  to 
group  and  nongroup  enrollees  includes  both  the  costs  of 
hospitalization,  and  the  cost  of  physician  services  related  to 
hospitalization.    The  hospital  costs  of  the  plan  are  computed 
by  multiplying  the  number  of  inpatient  days  experienced  times 
the  per  diem  rate  paid  the  hospital  ($90.  00  per  person  per  day 
during  the  time  of  this  study.  )   The  cost  of  physician  services 
related  to  inpatient  hospitalization  is  an  approximation  of  the 
resources  expended  by  the  Clinic  subject  to  the  limitations 
described  in  Section  D  of  this  chapter. 

The  last  frequency  distribution  describing  the  total  costs 
of  providing  prepaid  health  care  to  group  and  nongroup  enrollees 
is  a  summation  of  the  above  two. 
B  -  Study  Approach 

The  initial  portion  of  this  study  describes  one  year's 
experience  of  the  GMCHP  with  its  group  and  nongroup  enrollees 
beginning  July  1,  1972.    Since  the  plan  began  offering  its  benefits 
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on  March  1,  1971,  the  findings  of  this  study  would  reflect  the 
experience  of  a  relatively  new  prepaid  plan  with  its  open 
enrollment. 

A  major  fear  of  plans  contemplating  an  open  enrollment 
as  is  present  in  the  GMCHP  is  the  notion  that  nongroup  enrollee; 
may  join  to  satisfy  some  large,  known,  unmet  medical  need. 
Assuming  that  this  phenomenon  does  occur  to  some  extent,  it 
would  seem  logical  to  conclude  that  as  these  health  care  needs 
are  satisfied,  the  phenomonen  will  occur  to  a  lesser  degree  in 
each  succeeding  open  enrollment  period.    The  open  enrollment 
period  will  work  to  deplete  this  pool  of  unmet  health  care  needs. 

This  study  depicts  the  GMCHPs  experience  with  nongroup 
enrollee s  during  the  relative  infancy  of  the  prepaid  plan.  The 
degree  to  which  the  above  described  phenomenon  will  affect  the 
findings  of  the  initial  portion  of  this  study  is  unknown. 

In  attempt  to  adjust  for  the  alleged  occurrence  of  this 
phenomenon,  a  second  study  will  be  undertaken  with  a  format 

i 

identical  to  the  initial  work.    This  study  will  focus  on  only  those 
group  and  nongroup  members  enrolled  in  the  GMCHP  at  least 
six  months  prior  to  the  beginning  of  the  study  (i.  e.  January  1, 
1972.  )   By  studying  this  experienced  subpopulation  of  the  total 
plan,  it  is  expected  that  the  pool  of  unmet  health  care  needs  will 
have  been  largely  satisfied  prior  to  the  study  year. 
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It  is  also  anticipated  that  this  portion  of  the  study  will 
more  closely  approximate  the  group  and  nongroup  experience  of 
a  more  maturely  developed  prepaid  group  practice  than  the  GMCHP. 
This  subgroup  study  will  test  the  same  hypotheses  as  the  total 
plan  study. 

If  it  is  true  that  there  is  an  initial  level  of  high  utiliza- 
tion, as  unmet  needs  are  discharged,  the  experience  of  the 
group  and  nongroup  enrollees  should  be  more  similar  in  the 
second  portion  of  the  study. 
C  -  Limitations 

The  findings  obtained  from  this  study  are  limited  in  their 
universal  applicability  by  certain  characteristics  which  may  or 
may  not  be  unique  to  the  Greater  Marshfield  Community  Health 
Plan.    The  sampling  involved  in  this  study  are  all  those  enrollees 
of  the  GMCHP  who  were  active  from  July  I,  1972  through  June  30, 
1973.    Anyone  under  age  65  living  or  working  in  the  defined  thirty 
township  area  surrounding  the  city  of  Marshfield  was  eligible  to 
join  the  plan.    (See  Appendix  A  for  a  map  of  GMCHP  area.  ) 
Approximately  25  percent  of  the  total  enrollment  of  the  plan 
consists  of  nongroup  members  who  entered  during  an  open 
enrollment  period. 

Approximately  40  percent  of  the  under  65  area  population 
is  enrolled  in  the  plan.    A  study  was  undertaken  by  Harry  Sharp,  PH. 
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for  the  Marshfield  Clinic  Foundation  for  Medical  Research  and 
Education  to  compare  the  socioeconomic  characteristics  of  the 
population  enrolled  in  the  GMCHP  to  area  residents  under  65 
not  enrolled  in  the  plan.    His  work  indicated  that  the  socio- 
economic characteristics  of  the  population  enrolled  in  the  plan 
are  essentially  the  same  as  the  fee-for-service  population  of 
the  same  area.  ^ 

The  presence  of  the  Marshfield  Clinic  employees  and  their 
families  as  well  as  certain  other  groups  are  factors  which  must 
be  considered  in  the  interpretation  of  the  findings  of  this  study. 

Employees  and  their  families  of  the  Marshfield  Clinic 
and  SU  Joseph's  Hospital,  Marshfield,  Wisconsin,  are  both 
units  described  in  this  study  as  group  enrollees.    Their  sophisti- 
cated knowledge  of  the  health  care  system  makes  them  less 
reluctant  to  utilize  health  care.    Their  presence  in  this  study 
works  to  some  degree  to  "inflate"  the  utilization  and  cost  data 
of  groups  enrolled  in  GMCHP.    As  of  July,  1973,  Clinic  and 
hospital  enrollees  in  the  plan  numbered  1,  942  and  2,  318 
respectively  (approximately  28  percent  of  the  total  enrollment.  ) 

2.     Harry  Sharp,  "An  Analysis  of  the  Greater  Marshfield  Com- 
munity Health  Plan  Terminations,  11  Marshfield,  Wisconsin 
(an  unpublished  report  done  for  the  Marshfield  Clinic  Founda- 
tion for  Medical  Research  and  Education,  Inc.,  1973),  p.  78. 
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Another  factor  which  may  influence  the  results  of  this 
study  is  the  variable  percentage  of  GMCHP  premium  paid  by 
the  employer  for  his  group  units  and  any  resulting  psychological 
effect  on  utilization.    Most  employers  of  groups  in  the  plan  pay 
over  50  percent  of  their  employees'  premiums.    A  commonly 
held,  though  unproven,  assumption  holds  that  the  more  a  person 
pays  "out-of-pocket"  towards  his  care,  the  more  likely  he  is  to 
use  that  care.    Everyone  wants  to  get  their  money's  worth.  A 
large  unit  included  with  the  group  data  of  this  study  are  the  dairy 
farm  cooperative  groups  (2,  612  participants  in  July  of  1973.  ) 
These  dairymen  "group"  themselves  according  to  where  they 
sell  their  products.    Their  association  does  not  contribute 
towards  the  payment  of  GMCHP  premiums.    The  degree  to 
which  this  effects  their  utilization  of  plan  benefits  is  not  known, 
though  it  is  suspected  this  group  may  behave  more  as  a  nongroup. 

The  presence  of  health  care-related  groups  and  dairy 
cooperative  "nongroup  groups"  in  the  group  data  of  this  study 
may  to  some  degree  be  offsetting.    Further  study  would  be 
needed  to  determine  how  each  of  these  units  affects  the  utili- 
zation and  cost  of  providing  care  of  group  enrollees  in  GMCHP. 

The  method  used  to  determine  the  cost  of  providing  ser- 
vices to  prepaid  plan  participants  may  also  affect  the  findings 
of  this  study.    The  Marshfield  Clinic  does  not  determine  its  plan 
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costs  according  to  each  procedure  performed  or  service  pro- 
vided.   For  purposes  of  this  study,  the  costs  of  providing  care 
to  plan  participants  will  be  approximated  as  a  percentage  of 
what  would  be  charged  for  the  same  procedures  on  a  fee-for- 
service  basis.    This  percentage  was  determined  by  subtracting 
the  cost  of  credit  and  collections  and  cashiers  departments,  pro- 
vision for  discounts  and  allowances,  and  profits  realized  from 
Clinic  operating  expenses  during  the  year.    The  costs  associated 
with  these  areas  are  thought  to  represent  resources  not  applied 
to  Greater  Marshfield  Plan  participants. 

While  discounting  charges  for  an  individual  procedure  in 
this  manner  would  not  necessarily  reflect  that  procedures  cost, 
subtracting  these  budgetary  items  from  the  Clinic's  total  yearly 
charges  closely  approximates  total  plan  costs.    The  accuracy  or 
validity  of  this  method  of  cost  finding  is  an  issue  beyond  the  scope 
and  intent  of  this  study. 
D  -  Method  of  Data  Collection 

The  data  for  this  study  weie  obtained  from  computerized 
files  summarizing  monthly  charges  posted  to  patient  accounts. 
These  files  are  maintained  for  billing  purposes  on  all  patients 
receiving  care  at  the  Marshfield  Clinic  irrespective  of  their 
method  of  payment.    Because  GMCHP  patient  accounts  are 
tallied  in  the  same  manner  as  fee -for-service  accounts,  the  data 
obtained  from  these  files  are  considered  to  be  accurate. 
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E  -  Statistical  Testing 

Most  statistical  studies  involve  the  gathering  of  certain 
descriptive  summaries  from  a  randomly  gathered  sampling  of 
a  general  population.    Various  statistical  tests  are  performed 
on  that  data.    If  all  the  assumptions  of  the  model  are  fulfilled 
and  the  sampling  gathered  is  indeed  random,  certain  inferences 
can  be  made  from  the  sampling  to  the  general  population  which 
hold  true  with  a  known  probability.    Because  this  study  utilizes 
data  describing  all  enrollees  of  the  GMCHP  during  the  given 
period,  no  inferences  from  any  subset  thereof  are  made  to  the 
general  population.    Conceptually  then,  this  study  describes  the 
total  GMCHP  population  as  opposed  to  inferring  generalizations 
from  tests  performed  on  a  random  sampling  of  that  population. 

The  statistical  tests  which  will  be  used  to  accept  or  reject 
the  stated  hypotheses  will  be  chi-square,  goodness  of  fit.  Fre- 
quency distributions  will  be  generated  comparing  group  and 
nongroup   plan  experience  according  to  the  five  categories 
described.    Observed  frequencies  of  occurrences  in  each 
grouping  of  a  frequency  distribution  will  be  compared  to  ex- 
pected values.    Expected  frequencies  will  be  determined  by 
multiplying  the  sum  of  group  and  nongroup    experience  in  a 
class  by  the  proportion  of  group  and  nco.  group  earollees  in  the 
plan. 
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Because  small  hypothetical  frequencies  may  distort  the 
findings,  where  expected  values  fall  below  5  for  any  class, 
classes  of  data  will  be  grouped.  ^ 

3.     Jerome  C.  R.  Li,  Statistical  Inference,  (Edwards  Brothers, 
Inc.,  Ann  Arbor,  Michigan,  1964),  p.  494. 


499 


CHAPTER  UI 
ANALYSIS  OF  THE  DATA 

The  findings  of  the  study  relating  to  the  five  hypotheses 
to  be  tested  on  both  the  total  enrollment  of  the  GMCHP  and  the 
described  subpopulation  will  be  summarized  together.  Each 
section  will  include  a  statement  of  the  hypothesis,  the  calcu- 
lated test  statistic,  the  corresponding  degrees  of  freedom,  a 
graph  depicting  the  data  gathered,  and  a  table  summarizing  the 
experience  of  both  the  total  GMCHP  and  the  experienced  subgroup. 
A  -  Outpatient  Encounters 

1.    Total  Population  Study 
Hypothesis  -  "Group  and  non  group   enrollees  of  the  GMCHP 
have  the  same  set  of  relative  frequencies  of  encounter.  " 

A  frequency  distribution  was  generated  whereby  group 
and  nongroup    enrollees  in  the  GMCHP  were  categorized  accord- 
ing to  the  number  of  encounters  they  experienced  during  the  study 
period.    The  statistical  test  of  choice  to  compare  the  experience 
of  the  group  and  nongroup    enrollees  is  chi-square  goodness  of 
fit  (X2). 
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Application  of  this  test  to  the  generated  frequency  distri- 
bution involved  the  determination  of  hypothetical  expected  fre- 
quencies for  each  category.    For  example,  1,  606  group  enrollees 
experienced  one  encounter  during  the  study  year  compared  to  451 
nongroup   members  of  the  plan.    Since  a  total  of  2,  057  plan 
members  experienced  one  encounter,  it  can  be  expected  that  the 
number  of  these  which  were  group  and  nongroup    enrollees  is 
proportional  to  the  total  group  to  nongroup    enrollment  during 
the  study  year.    Since  group  enrollment  represented  76.  4 
percent  of  the  total  enrollment  of  the  plan,  it  could  be  expected 
that  76.4  percent  of  those  enrollees  experiencing  one  encounter, 
would  be  group  members.    The  expected  number  of  group  en- 
rollees experiencing  one  encounter  is  then  2,  057  times  .  764  or 
1,571.5  enrollees.    The  expected  values  of  all  classes  of  data 
in  this  study  were  computed  in  this  manner.    (See  Appendix  D 
for  a  sample  of  the  chi-square  goodness  of  fit  computation.  ) 

The  one-sided  statistical  test  was  performed  on  the  group 
and  nongroup   frequency  distributions  describing  the  number  of 
encounters  experienced  during  the  study  year  by  persons  within 
the  respective  units.    The  test  was  performed  at  the  significance 
level  of  .  05.    The  resulting  test  statistic  value  of  42.  25  was  more 
than  the  critical  value  of  37.  652  at  25  degrees  of  freedom. 

1.     Richard  D.  Remmington  and  M.  Anthony  Schork,  Statistics 

with  Applications  to  the  Biological  Sciences,  (Prentice -Hall) , 
Table  A-6,  p.  376. 
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Based  on  the  relative  frequency  of  the  total  population  of  the 
GMCHPs  encounter  rate,  one  can  expect  two  randomly  gathered 
distributions  to  be  more  dissimilar  than  the  two  observed  less 
than  .  025  of  the  time.    The  hypothesis  is  therefore  rejected. 
During  the  study  year,  the  relative  frequency  of  encounter 
rates  realized  by  group  enrollees  of  the  Greater  Marshfield 
Community  Health  Plan  was  significantly  different  from  the 
experience  of  the  nongroup  enrollees.    (See  Appendix  E  for  a 
sample  of  the  hypothesis  testing  method  used.  ) 

Graph  I  (see  next  page)  shows  a  frequency  distribution 
of  group  and  nongroup  enrollees  by  their  encounter  rates. 
The  graph  uses  percent  of  the  group  and  nongroup  unit  popu- 
lation as  opposed  to  their  raw  numbers  in  order  to  overlay 
i 

their  experience.    The  comparison  is  drawn  on  semi-logarithmic 
paper  in  order  to  more  clearly  depict  the  experience  on  the 
tail  of  the  frequency  distribution. 

Table  I  compares  some  summary  statistics  on  the 
group  and  nongroup  outpatient  experience  for  the  study 
year. 


502 
GRAPH  I 


PERCENTAGE  DISTRIBUTION  OF  GHCHP 
ENROLLEES  BY  FREQUENCY  OF  ENCOUNTER 


Number  of  Encounters  per  EnroU.ee  for  Study  Year 
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Table  I 


Comparison  of  Group  and  Nongroup  Outpatient  Encounters 


Group 

Percent 

Nongroup 

Percent 

Totaj 

Population 

10. 124 

76.4 

3,  135 

23.6 

13,  ZS9 

(Subgroup) 

8,  373 

78.  3 

2,  324 

21.7 

10,697 

No.  of  Encounters 

38,603 

75.0 

12,871 

25.  0 

51,47-4 

(Subgroup) 

32,073 

76.  6 

9,822 

23.4 

41,8^5 

Encounters  /Enrollee 

3.  813 

4.  106 

3.  8&2 

(Subgroup) 

3.831 

4.  226 

3.  W 

As  can  be  seen  from  the  table,  while  the  nongroup  enrollees 
represent  23.  6  percent  of  the  enrolled  population,  they  account 
for  25.  0  percent  of  all  encounters.    The  nongroup  subpopulation 
with  at  least  six  months  experience  prior  to  the  study  year, 
represent  21.  7    percent  of  the  total  subpopulation  while  accounting 
for  23.4  percent  of  the  total  encounters. 

The  average  number  of  encounters  experienced  per  person 
during  the  study  year  was  3.  882.    The  nongroup  enrollees 
experienced  an  average  of  over  .  2  encounters  per  year  more 
than  this  with  a  rate  of  4.  106.    It  is  interesting  to  note  that 
the  nongroup  subpopulation  with  more  experience  in  the  plan 
realized  the  highest  mean  encounter  rate  of  4.  226  encounters 
per  person  per  year.    A  comparison  of  the  mean  yearly  encounter 
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rate  of  all  group  enrollees  with  the  ambulatory  utilization  rate 
of  the  more  experienced  subgroup  shows  little  difference. 

2.    Subpopulation  Study 
Hypothesis  -  "Group  and  nongroup  enrollees  in  the  subpopulation 
have  the  same  set  of  relative  frequencies  of  encounter.  " 

Application  of  the  chi-square  goodness  of  fit  test  to  the 

frequency  of  encounters  incurred  by  these  group  and  nongroup 

subpopulations  of  the  total  study  yielded  a  test  statistic  value  of 

30.  95  at  22  degrees  of  freedom.  ^   Since  this  is  less  than  the 

3 

defined  critical  value  of  33.  924,     the  hypothesis  is  accepted. 
That  is,  the  encounter  distribution  is  independent  of  type  of 
enrollment. 

Graph  II  (see  next  page)  displays  a  percentage  distribution 
of  group  and  nongroup  enrollees  with  experience  in  the  plan  by 
outpatient  encounter.    As  in  Graph  I  depicting  ambulatory 
utilization  for  the  total  population,  most  of  the  variance  between 
the  group  and  nongroup  utilization  of  ambulatory  services  occurs 
with  persons  experiencing  ten  or  more  ambulatory  visits  during 
the  study  year. 

2.  See  Appendix  F  for  a  summary  of  this  and  all  subsequent 
chi-square  test  results. 

3.  Remmington  and  Schork,  Table  A -6,  p.  376. 
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PERCENTAGE  DISTRIBUTION  OF  GFICHP 
ENROLLEES  WITH  AT  LEAST  SIX  MONTHS 
PRIOR  EXPERIENCE  BY  FREQUENCY  OF 
ENCOUNTER 
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B  -  Inpatient  Utilization 

1.    Total  Population  Study 
Hypothesis  -  "Group  and  nongroup  enrollees  of  the  GMCHP  have 
the  same  set  of  relative  frequencies  of  inpatient  days.  " 

A  frequency  distribution  was  generated  classifying  group 
and  nongroup  enrollees  experiencing  hospital  days  during  the 
study  year  according  to  how  many  days  they  were  hospitalized. 
Tallying  areas  ranged  from  one  hospital  day  to  49.  Those 
hospitalized  more  than  this  amount  were  grouped  as  having 
experienced  50  or  more  hospital  days  during  the  study  year. 

Again,  the  chi-square  goodness  of  fit  test  was  applied  to 
the  frequency  distribution.    The  hypothetical  expected  values 
were  calculated  in  the  same  manner  as  in  the  encounter  analysis. 
Hospital  days  experienced  during  the  study  year  beyond  10  days 
were  grouped  to  maintain  the  accuracy  of  the  statistical  test. 

The  application  of  the  chi-square  goodness  of  fit  test  to  the 
inpatient  utilization  experienced  by  group  and  nongroup  enrollees 
yielded  a  test  statistic  value  of  27.  34.  Since  grouping  of  the  data 
was  indicated  by  the  small  number  of  persons  experiencing  beyond 
10  days,  12  degrees  of  freedom  were  allowed.  The  test  statistic 
value  was  greater  than  the  critical  21.  026.  Based  on  the  total 
inpatient  utilization  experience  of  the  GMCHP  during  the  study 

T.     Ibid.  ,  Table  A-6,  p.  376. 
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year,  one  can  expect  two  randomly  gathered  samplings  to  be 
more  dissimilar  than  the  actual  group  and  nongroup  experience 
observed  less  than  .  01  of  the  time.    The  stated  hypothesis  is 
therefore  rejected. 

Graph  III  (see  next  page)  displays  a  percentage  distribution 
of  group  and  nongroup  hospital  utilization  for  the  total  study 
population.    The  graph  is  made  on  semi-logarithmic  paper  to 
amplify  experience  at  the  tail  of  the  distribution.    As  the  graph 
indicates,  a  smaller  percentage  of  the  nongroup  unit  experienced 
less  than  six  days  hospitalization  than  of  the  group  unit.  How- 
ever, beyond  six  days,  the  nongroup  enrollees  utilize  pro- 
portionally more  inpatient  days  than  corresponding  group 
members. 

Summary  statistics  comparing  group  and  nongroup 
inpatient  utilization  are  found  on  Table  II. 

Table  II 


Comparison  of  Group  and  Nongroup  Inpatient  Days 


Group 

Percent 

Nongroup 

Percent 

Total 

Population 

10, 124 

76.4 

3,  135 

23.  6 

13,  259 

(Subgroup) 

8,  373 

78.3 

2,  324 

21.7 

10,697 

Hospital  Days 

5,  044 

66.9 

2,494 

33.1  . 

7,538 

(Subgroup) 

4,  206 

69.9 

1,  815 

30.  1 

6,021 

Hospital  Days /l  000 

498.  2 

795,  5 

568, 

(Subgroup) 

502.  3 

780.  9 

562, 

65-640  O  -  76  -  33 
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PERCENTAGE  DISTRIBUTION  OF  GMCHP 
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In  the  total  population  study,  nongroup  enrollees  represent 
23.6  percent  of  the  total  GMCHP  population  while  accounting  for 
33.  1  percent  of  all  inpatient  days  utilized.    During  the  study  year, 
the  nongroup  unit  experienced  795.  5  days  of  hospitalization  per 
1000  population- -almost  300  more  than  group  enrollees. 

The  subgroup  study  of  enrollees  with  six  month's  prior 
experience  yielded  less  dramatic  differences.    The  21.7  percent 
nongroup  population  accounted  for  30.  1  percent  of  the  inpatient 
days  experienced.    Compared  to  the  total  population,  the  group 
enrolled  subpopulation  experienced  3.  1  per  1000  population  more 
inpatient  days  than  the  group  enrollees  of  the  total  population. 
Conversely,  nongroup  enrollees  with  prior  experience  in  the 
plan,  utilized  nearly  15  hospital  days  per  1000  less  than  the 
nongroup  enrollees  in  the  total  population. 

2.    Subpopulation  Study 
Hypothesis  -  "Group  and  nongroup  enrollees  have  the  same  set 
of  relative  frequencies  of  inpatient  days.  " 

The  frequency  distribution  of  inpatient  utilization  was 
gathered  and  analyzed  in  the  same  manner  as  the  data  from  the 
total  population  study.    Application  of  the  chi-square  goodness 
of  fit  test  yielded  a  test  statistic  value  of  17.  25.    At  11  degrees 
of  freedom,  this  is  less  than  the  critical  value  of  19.  675.  ^ 

?!     Ibid.  ,  Table  A-6,  p.  376. 
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The  P-value  associated  with  the  test  statistic  is  greater  than  .  10 
and  the  hypothesis  is  accepted.    That  is,  the  distribution  of 
inpatient  days  is  independent  of  type  of  enrollment. 

Graph  IV  (see  next  page)  compares  the  inpatient  utilization 
of  group  and  nongroup  enrollees  within  this  subpopulation.    As  in 
Graph  III  depicting  the  hospital  utilization  of  the  total  plan,  the 
proportion  of  the  group  and  nongroup  population  experiencing  less 
than  six  day's  hospitalization  per  year  is  quite  comparable. 
While  the  percentage  of  the  nongroup  enrollees  experiencing 
more  than  six  day's  hospital  care  per  year  is  higher  than  the 
group  rate,  the  difference  is  not  so  great  with  this  experienced 
group  as  was  noted  in  the  total  population  study. 
C  -  Outpatient  Costs 

1.    Total  Population  Study 
Hypothesis  -  "Group  and  nongroup  enrollees  of  the  GMCHP  have 
the  same  set  of  relative  frequencies  of  outpatient  costs.  " 

Testing  this  hypothesis  involved  the  generation  of  a 
frequency  distribution  categorizing  group  and  nongroup  enrollees 
according  to  the  cost  of  ambulatory  care  they  incurred  during  the 
study  year.    The  costing  method  used  to  differentiate  between 
cost  and  charges  is  subject  to  the  limitations  previously  mentioned. 
Group  and  nongroup  enrollees  were  tallied  into  any  one  of  50  cost 
categories.    Each  category  represented  one  $20.  00  interval 
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beginning  with  $  .  01  to  $20.  00,  $20.  01  to  $40.  00,  etc.  and 
ending  with  $980.  00.    The  final  "catch-all"  category  included 
all  enrollees  incurring  ambulatory  costs  above  this  amount. 

Subjecting  this  frequency  distribution  to  the  chi- square 
goodness  of  fit  test  yielded  a  test  statistic  value  of  68.  05.  The 
grouping  of  data  describing  persons  incurring  high  ambulatory 
costs  resulted  in  23  degrees  of  freedom.    Since  the  test 
statistic  value  is  higher  than  the  critical  35.  127  (p=.  05),  the 
hypothesis  is  rejected.  ^    The  possibility  of  generating  two 
frequency  distributions  which  are  more  dissimilar  from  their 
expected  values  is  less  than  .  0005.    During  the  study  year,  the 
cost  of  ambulatory  care  incurred  by  group  and  nongroup  enrollees 
of  the  GMCHP  was  significantly  different  from  what  can  be  ex- 
pected. 

Graph  V  (see  next  page)  overlays  the  population  percentage 
of  group  and  nongroup  enrollees  incurring  ambulatory  costs  at 
the  midpoint  of  $20.  00  intervals  described.    A  greater  portion 
of  group  enrollees  incur  annual  ambulatory  costs  of  less  than  $120 
while  proportionally  more  nongroup  than  group  enrollees  incur 
costs  higher  than  this. 

T.     Ibid.  ,  Table  A -6,  p.  376. 
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Tabic  III  summarizes  the  cost  of  providing  ambulatory  care 
to  group  and  nongroup  enrollees  during  the  study  year. 

Table  III 

Comparison  of  Group  and  Nongroup  Ambulatory  Costs 

Group       Percent       Nongroup  Percent  Total 

Population                10,  124         76.4            3,  135  23.6        13,  25  9 

(Subgroup)                  8,  373          78.  3            2,  324  21.7        10,  697 
Ambulatory 

Costs                 $644,309.89    73.8      $229,237.48  26.2  $873,547.37 

(Subgroup)  $535,404.  37  75.  3  $175,404.76  24.7  $710,809.13 
Cost  per 

Enrollee             $          63.  64                 $          73.12  $  65.88 

(Subgroup)  $  63.94  $  75.48  $  66.45 
Cost  per 

Encounter          $          16.69                 $          17.81  $  16.97 

(Subgroup)            $         16.69                $         17.86  $  16.96 

While  nongroup  enrollees  account  for  23.  6  percent  of  the  total 
population  of  the  GMCHP,  they  utilize  26.  2  percent  of  the  cost  of 
providing  ambulatory  care  to  plan  members.    Table  I  showed  that 
nongroup  enrollees  utilize  .  29  more  encounters  per  year  than  do 
group  enrollees.    This  table  shows  that  each  encounter  utilized 
by  nongroup  enrollees  is  also  $1.  12  more  expensive  than  those 
incurred  by  group  members.    This  combination  of  nongroup 
members  incurring  more  frequent,  and  more  expensive  en- 
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counters  than  group  enrollees  results  in  their  annual  outpatient 
health  care  costs  being  $9.48  higher  per  person  per  year. 

Both  group  and  nongroup  enrollees  in  the  subpopulation 
study  incur  higher  annual  ambulatory  health  care  costs  than  the 
total  population. 

2.    Subpopulation  Study 
Hypothesis  -  "Group  and  nongroup  enrollees  in  the  subpopulation 
have  the  same  set  of  relative  frequencies  of  outpatient  health  care 
costs.  " 

A  frequency  distribution  describing  the  cost  of  providing 
ambulatory  health  care  to  this  subpopulation  of  group  and  nongroup 
GMCHP  enrollees  was  gathered  and  analyzed  in  the  same  manner 
as  the  total  population  study.    Calculation  of  the  chi- square  good- 
ness of  fit  test  statistic  resulted  in  a  value  of  62.  65.    At  21  degrees 
of  freedom,  this  is  greater  than  the  critical  value  of  32.  671  at  a 
p-value  of  .  05.  ^   The  hypothesis  is  rejected.    The  probability 
associated  with  gathering  two  frequency  distributions  more  dis- 
similar from  the  expected  experience  than  the  two  observed  is 
less  than  .  0005. 

Graph  VI  (see  next  page)  shows  the  percent  of  the  group 
and  nongroup  population  falling  into  the  various  $20.  00  intervals 

7.     Ibid. .,  Table  A -6,  p,  376. 
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of  ambulatory  health  care  costs.    Variances  in  the  lines  describing 
this  subpopulation's  ambulatory  cost  experience  are  less  marked 
than  Graph  V  depicting  the  experience  of  the  total  plan.  The 
proportions  of  both  group  and  nongroup  enrollees  with  prior 
experience  in  the  plan  incurring  high  costs  at  the  tail  of  the 
distribution  are  also  higher  than  the  experience  of  the  total 
plan. 

D  -  Inpatient  Costs 

1.    Total  Population  Study 
Hypothesis  -  "Group  and  nongroup  enrollees  of  the  GMCHP  have 
the  same  set  of  relative  frequencies  of  inpatient  costs.  " 

The  costs  associated  with  hospitalization  include  both 
resources  expended  for  the  enrollee  by  the  hospital  and  by  the 
physician  for  his  services.    For  purposes  of  this  study,  these 
costs  have  been  approximated.    Resources  expended  by  the  hospital 
on  plan  members  are  calculated  by  multiplying  an  enrollee' s 
length  of  stay  times  the  $90.  00  per  diem  rate  paid  to  the  hospi- 
tal.   While  this  does  not  reflect  the  true  cost  to  the  hospital 
of  providing  care  to  any  one  patient,  it  does  represent  the  cost 
of  hospitalization  to  the  plan.    The  cost  of  providing  physician 
services  is  approximated  at  a  percentage  of  equivalent  fee-for- 
service  charges  in  the  same  manner  as  ambulatory  costs. 
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Subject  to  the  above  limitations,  a  frequency  distribution 
was  generated  categorizing  group  and  nongroup  enrollees  into  50 
$200c  00  intervals  describing  cost  of  hospitalization.    The  last 
interval  categorized  patients  incurring  more  than  $10,  000.  01  in 
hospitalization  costs. 

The  application  of  the  chi- square  goodness  of  fit  test  in- 
volved the  determination  of  hypothetical  expected  frequencies 
for  each  $200.  00  interval.    These  were  calculated  according  to 
the  same  guidelines  previously  described.    The  calculated  test 
statistic  associated  with  the  observed  distribution  was  30.59. 
Higher  cost  categories  were  grouped  to  achieve  greater  expected 
values.    This  resulted  in  10  degrees  of  freedom.    Since  the 
calculated  test  statistic  is  higher  than  the  critical  18.  307  at 

o 

10  degrees  of  freedom  (p-value  =  .  05),  the  hypothesis  is  rejected. 
Two  samplings  randomly  gathered  from  the  expected  frequency  of 
group  and  nongroup  inpatient  costs  can  be  expected  to  vary  more 
than  the  observed  experience  less  than  .  005  of  the  time. 

Graph  VII  (see  next  page)  shows  the  proportion  of  the  group 
and  nongroup  enrollment  experiencing  inpatient  costs  at  the  mid- 
points of  the  described  $200.  00  intervals.  Experience  at  the  tail 
of  the  distribution  is  grouped.  The  percent  of  the  group  and  rfon- 
group  enrollment  incurring  hospital  costs  of  less  than  $800.  00 

8~.     Ibid.  ,  Table  A -6,  p.  376. 
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during  the  study  year  is  quite  similar.  However,  proportionally 
more  nongroup  enrollees  experienced  inpatient  costs  beyond  that 
amount. 


Table  IV  lists  some  summary  data  on  the  inpatient  costs 
incurred  during  the  study  year  by  group  and  nongroup  enrollees 

Table  IV 

Comparison  of  Group  and  Nongroup  Inpatient  Costs 

Group  Percent 

Nongroup 

Percent 

Total 

Population 

10,124  76.4 

3,  135 

23.6 

10, 259 

(Subgroup) 

8, 373         78.  3 

2,  324 

21.7 

10,697 

Total  Inpatient 

Costs 

$721,607.38  67.3 

$351, 149. 87 

32.7     $1,  072,  757.25 

(Subgroup) 

$602,201.75  70.0 

$258, 062. 01 

30. 0  $ 

860,263.76 

Inpatient  Cost/ 

Enrollee 

$  71.28 

$  112.01 

$ 

80.  91 

(Subgroup) 

$  71.92 

$  111.04 

$ 

80.42 

Cost /Day 

$        143. 06 

$  140.80 

$ 

142.  31 

(Subgroup) 

$  143.18 

$  142.18 

$ 

142. 88 

The  table  indicates  that  while  the  nongroup  enrollees  represent 

23.  6  percent  of  the  total  plan,  they  incur  30.  0  percent  of  the  plan's 

costs  associated  with  inpatient  care.    This  compares  with  the  non- 
group's  utilization  of  33.  1  percent  of  all  inpatient  days  during  the 
study  year.    The  cost  per  day  of  inpatient  hospitalization  is 
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$143.  06  for  group  members  of  the  total  GMCHP  while  nongroup 
members  incur  average  costs  of  $140.  80  per  day. 

In  the  subpopulation  study,  the  cost  per  hospital  day  of 
nongroup  members  is  $1.  38  higher  than  nongroup  enrollees  in  the 
total  population  and  more  closely  approximates  the  group  experi- 
ence.   While  the  cost  per  hospital  day  is  higher  for  these  enrollees, 
their  average  yearly  inpatient  cost  per  enrollee  is  lower  than 
nongroup  members  of  the  total  population.    The  annual  inpatient 
costs  per  enrollee  in  the  subpopulation  of  group  members  with 
prior  experience  is  higher  than  the  comparable  figure  for  the 
total  plan. 

2.    Subpopulation  Study 
Hypothesis  -  "Group  and  nongroup  enrollees  of  the  subpopulation 
have  the  same  set  of  relative  frequencies  of  inpatient  costs.  " 

The  frequency  distribution  describing  the  hospital  and 
physician  costs  associated  with  inpatient  care  of  enrollees  in  the 
GMCHP  with  at  least  six  months  experience  prior  to  the  study 
year  was  gathered  and  analyzed  in  the  same  manner  as  the  total 
population  study.    Applying  this  distribution  to  the  chi-square 
goodness  of  fit  test  yielded  a  test  statistic  value  of  19.  76.  At 
nine  degrees  of  freedom,  this  exceeds  the  critical  value  of 
16.  919  at  a  p-value  of  .  05.  9   The  hypothesis  is  rejected.  The 

T.     Ibid.  ,  Table  A -6,  p.  376. 
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probability  associated  with  gathering  two  samples  from  the 
expected  distribution  of  this  subpopulation' s  hospital  costs  which 
vary  more  than  observations  taken  during  the  study  year  is  less 
than  .  025. 

The  percent  of  group  and  nongroup  enrollees  with  prior 
experience  in  the  plan  falling  into  the  various  $200.  00  intervals 
describing  inpatient  costs  are  depicted  on  Graph  VIII  (see  next 
page.  )   The  plotted  group  and  nongroup  experience  with  annual 
inpatient  costs  less  than  the  $900.  00  interval  for  this  sub- 
population  is  quite  similar  to  Graph  VII  depicting  the  total 
population.    However,  the  frequency  of  enrollees  of  the  two 
units  falling  into  inpatient  costs  intervals  beyond  this  amount 
more  closely  approximate  each  other  in  this  subpopulation  study. 
E  -  Total  Health  Care  Costs 

1.    Total  Population  Study 
Hypothesis  -  "Group  and  nongroup  enrollees  of  the  GMCHP  have 
the  same  set  of  relative  frequencies  of  total  health  care  costs.  " 

The  testing  of  this  hypothesis  involved  the  generation  of  a 
frequency  distribution  categorizing  group  and  nongroup  enrollees 
into  intervals  describing  total  inpatient  and  outpatient  costs  in- 
curred by  those  enrollees  during  the  study  year.    Not  included 
in  the  data  generated  are  the  costs  associated  with  the  accounting 
administration  of  the  plan  and  costs  associated  with  out-of-area 
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emergency  and  referral  service.    Blue  Cross  and  Surgica 
Blue  Shield  of  Wisconsin  are  at  risk  for  these  plan  compo 
This  partner  in  the  GMCHP  charges  $1.  00  per  enrcllee  pe 
to  cover  accounting,  administration,  and  marketing  of  the 
During  the  study  year,  they  receivcd$.41  per  person  per  n 
to  cover  all  out-of-area  costs.    Realized  out-of-area  costs 
plan  members  were  $.  31  during  the  study  year.    Since  it  is 
cult  to  determine  what  portion  of  these  amounts  are  associ: 
with  providing  health  care  to  group  and  nongroup  enrollees 
since  Blue  Cross  receives  the  same  amount  per  enrollee  m 
it  is  felt  that  omission  of  this  from  the  cost  data  has  a  negli 
effect  on  the  findings  of  this  section, 

As  in  the  inpatient  cost  study,  group  and  nongroup  enr 
were  categorized  into  $200.  00  cost  intervals  describing  heal 
care  costs  incurred  with  the  plan.    The  interval  limits  were 
same  as  the  hospital  cost  study.    Subjecting  the  generated  fr 
distribution  to  the  chi- square  goodness  of  fit  test  yielded  a  t€ 
statistic  value  of  46.  36.    This  is  greater  than  the  critical  val 
of  19.  675  (p-value  =  .  05)  at  11  degrees  of  freedom.  *     Two  rai 
domly  gathered  samplings  taken  from  the  expected  distributio 
of  group  and  nongroup  enrollees  incurring  health  care  costs 

To.     Ibid.  ,  Table  A-6,  p.  376. 
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during  the  study  year  can  be  expected  to  vary  more  than  the 
observed  distribution  less  than  .  0005  of  the  time.    The  hypothe- 
sis is  therefore  rejected. 

Graph  IX  (see  next  page)  depicts  the  percent  of  the  group 
and  nongroup  population  incurring  annual  health  care  costs  at 
the  midpoint  of  the  described  $200.  00  intervals.    As  can  be  seen 
on  the  graph,  the  group  and  nongroup  experience  does  not  vary 
markedly  until  health  care  costs  exceed  $1,  200.  00  per  person. 
The  proportion  of  nongroup  enrollees  incurring  costs  beyond  this 
amount  is  notably  higher  than  a  similar  proportion  of  group  en- 
rollees. 

Table  V  lists  summary  information  regarding  the  total 
health  care  costs  of  group  and  nongroup  GMCHP  enrollees. 

Table  V 

Comparision  of  Group  and  Nongroup  Total  Health  Care  Costs 

Population  10,  124  76.4  3,  135  23.6  13,259 

(Subgroup)  8,373  78.3  2,  324  21.7  10,697 

Total  Health 

Care  Costs  $1,366,  058.44  70.1  $581,  522.  74  29.  9  $1,947,581.18 

(Subgroup)  $1,137,  667.01  72.4  $434,458.08  27.6  $1,  572,  125.  09 

Cost/En- 
rollee/ 

Month  $  11.24  $  15.46  $  12.24 

(Subgroup)  $  11.32  $  15.58'  $  12.25 
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GRAPH  IX 
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As  the  table  shows,  nongroup  enrollees  in  the  total  plan 
represent  23.  6  percent  of  its  population  while  accruing  29.  9  per- 
cent of  the  inpatient  and  outpatient  health  care  costs  expended. 
The  mean  cost  of  providing  health  care  to  a  nongroup  enrollee 
per  month  is  $4.  22  higher  than  for  group  enrollees.  Because 
of  the  percentage  mix  of  group  to  nongroup  enrollees  in  the  total 
GMCHP,  group  enrollees  pay  $1.  00  per  month  per  person  to 
underwrite  the  health  care  costs  of  the  nongroup  enrollees. 
Considering  administrative  and  out-of-area  costs  (adding  $1.41 
to  group,  nongroup,  and  total  health  care  costs  per  enrollee  per 
month,  )  nongroup  enrollees  utilize  25.  0  percent  more  health  care 
resources  than  do  group  enrollees. 

Group  and  nongroup  enrollees  with  at  least  six  month's 
experience  in  the  plan  prior  to  the  study  year  both  incur  monthly 
health  care  costs  which  are  higher  than  the  total  population. 
However,  due  to  their  percentage  mix  of  group  to  nongroup  en- 
rollees, this  subgroup's  mean  monthly  health  care  cost  is  only 
$.  01  higher  than  that  of  the  total  population. 

2.    Subpopulation  Study 
Hypothesis  -  "Group  and  nongroup  enrollees  of  the  subpopula- 
tion have  the  same  set  of  relative  frequencies  of  total  health 
care  costs. 11 
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This  frequency  distribution  categorizing  group  and  non- 
group  enrollees  with  experience  in  the  plan  according  to  their 
total  health  care  costs  was  gathered  and  analyzed  in  the  same 
manner  as  the  total  population  study.    Application  of  the  chi- 
square  goodness  of  fit  test  to  the  distribution  generated  yielded 
a  test  statistic  value  of  34.  25.    Allowing  10  degrees  of  freedom, 
this  value  is  greater  than  the  critical  18.  307  at  a    p-value  of 
.  05.  ^    The  hypothesis  is  rejected.     The  probability  associated 
with  gathering  two  samplings  from  the  hypothetical  expected  dis- 
tribution more  varied  than  the  observed  group  and  nongroup 
health  care  costs  of  this  subpopulation  is  less  than  .  0005. 

A  percentage  of  population  distribution  categorizing  this 
subpopulation  of  group  and  nongroup  enrollees  at  the  midpoint 
of  the  $200.  00  interval  describing  their  total  health  care  costs 
for  the  study  year  is  depicted  with  Graph  X  (see  next  page.  ) 
As  in  Graph  IX,  the  percentage  of  nongroup  enrollees  experi- 
encing health  care  costs  beyond  $1,  200  is  notably  higher  than 
the  group  experience. 


11.     Ibid.  ,  Table  A-6,  p.  376. 
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GRAPH  X 
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CHAPTER  IV 

SUMMARY  OF  MAJOR  FINDINGS, 
CONCLUSIONS,  AND  RECOMMENDATIONS 

A  -  Summary  of  Major  Findings 

1.  Based  on  the  encounters  experienced  by  the  total 
population  of  the  GMCHP,  nongroup  enrollees  utilize  more 
outpatient  encounters  than  do  group  members  of  the  plan.  The 
greatest  variances  between  group  and  nongroup  use  of  outpatient 
services  occur  with  those  enrollees  utilizing  eight  or  more  out- 
patient encounters  per  year.    The  average  rate  of  encounter  per 
enrollee  during  the  study  year  was  3.  882  while  nongroup  en- 
rollees experienced  an  average  of  4.  106  encounters  per  year. 

2.  The  utilization  of  ambulatory  health  services  of  non- 
group  enrollees  with  at  least  six  months  experience  in  the  plan 
prior  to  the  beginning  of  the  study  year  does  not  vary  signifi- 
cantly from  what  can  be  expected. 

3.  Nongroup  enrollees  utilize  more  inpatient  hospital  days 
than  group  enrollees.    The  greatest  variances  between  group  and 
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nongroup  experience  seems  to  occur  with  those  enrollees  ex- 
periencing more  than  nine  days  of  hospitalization  per  year.  A 
greater  proportion  of  the  group  population  utilizes  less  than  six 
days  hospitalization  per  year  while  a  greater  proportion  of  the 
nongroup  population  utilizes  more.    Nongroup  enrollees  experience 
nearly  300  hospital  days  per  1,  000  more  than  group  members. 

4.  Nongroup  enrollees  of  the  GMCHP  with  at  least  six 
months  experience  in  the  plan  prior  to  the  study  year  utilize 
inpatient  care  consistent  with  what  can  be  expected.    This  non- 
group  unit,  as  a  subpopulation  of  the  nongroup  unit  described  in 
the  total  population  study,  utilizes  nearly  15  hospital  days  per 
1,  000  population  less  than  the  total  nongroup  unit.  Comparably, 
the  subpopulation  group  unit  utilizes  over  four  more  days  per 

1,  000  population  than  the  group  unit  of  the  total  population 
study. 

5.  The  frequency  of  group  and  nongroup  enrollees  of  the 
total  GMCHP  falling  into  $20.  00  intervals  describing  annual 
outpatient  costs  is  significantly  different.    The  average  nongroup 
enrollee  utilizes  $9.  48  worth  more  ambulatory  health  care  re- 
sources per  year  than  does  a  group  member.    The  mean  cost 
per  encounter  of  nongroup  enrollees  if  $17.  81  compared  to  $16.  69 
for  group  members.    On  the  average,  nongroup  enrollees  utilize 
more  expensive  encounters  more  often  than  do  group  enrollees. 
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6.  As  in  the  total  population,  nongroup  enrollecs  in  the  sub- 
population  incur  higher  ambulatory  health  care  costs  than  do  group 
members  with  at  least  six  months  prior  experience  in  the  plan. 

7.  The  cost  of  providing  inpatient  care  to  a  nongroup 
enrollee  in  the  GMCHP  is  higher  than  for  a  group  member. 
However,  the  cost  per  hospital  day  is  $2.  26  lower  for  these 
nongroup  enrollees.    On  the  average,  group  enrollees  utilize 
less  expensive  inpatient  care  more  frequently  than  group  en- 
rollees. 

8.  Nongroup  enrollees  of  the  subpopulation  expend  more 
resources  for  inpatient  care  than  do  group  enrollees  with  prior 
experience  in  the  plan.    However,  the  plan  spends  fewer  dollars 
per  year  for  inpatient  care  on  the  average  nongroup  enrollee  with 
prior  experience  than  for  those  of  the  total  plan.    Nongroup  en- 
rollees with  prior  experience,  while  utilizing  fewer  hospital 
days  than  those  of  the  total  population,  use  more  expensive  in- 
patient care  as  measured  by  the  cost  per  day  of  hospitalization. 
In  contrast,  the  more  experienced  group  enrollees  utilize  slightly 
more  inpatient  care  than  group  members  of  the  total  plan. 

9.  Nongroup  enrollees  utilize  25.  0  percent  more  health 
care  resources  measured  in  dollars  than  do  group  members. 
Considering  the  ratio  of  group  to  nongroup  enrollees  in  the  GMCHP, 
each  single  group  enrollee  pays  $1.  00  per  month  .to  underwrite  the 
health  care  costs  of  the  nongroup  members. 
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10.    The  total  health  care  costs  of  both  group  and  nongroup 
enrollees  with  six  months  prior  experience  is  higher  than  respec- 
tive units  of  the  total  health  care  plan.    Group  members  of  this 
subpopulation  pay  $.  93  per  person  per  month  to  underwrite  the 
health  care  costs  of  nongroup  members  of  the  subpopulation. 
B  -  Conclusions 

The  above  described  findings  lead  the  reader  to  several 
conclusions  regarding  health  care  utilization  by  nongroup  members 
of  the  GMCHP  as  well  as  the  validity  of  certain  measures  thereof. 

1.  Members  of  the  GMCHP  who  enter  the  plan  irrespective 
of  their  place  of  employment  or  pre-existing  conditions  during 
an  open  enrollment  period  utilize  more  health  care  resources 
than  group  enrollees  in  terms  of  both  utilization  of  services 

and  cost  of  providing  those  services. 

2.  The  health  care  utilization  behavior  of  nongroup  en- 
rollees with  at  least  six  months  prior  experience  in  the  plan 
is  different  from  that  of  all  nongroup  enrollees.    These  ex- 
perienced nongroup  members  use  more  outpatient  care  and 
less  inpatient  care  when  compared  to  all  nongroup  enrollees. 
The  health  care  behavior  of  group  enrollees  with  experience 
is  not  affected  in  this  manner. 

3.  The  value cfutilization  statistics  (i.e.  outpatient  en- 
counters and  inpatient  days)  when  comparing  even  two  units 
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within  the  same  health  plan  may  not  reflect  the  true  health  care 
resources  expended  for  that  unit. 

The  importance  of  the  small  difference  between  the  mean 
encounter  rate  of  group  and  nongroup  enrollees  is  magnified  with 
the  knowledge  that  the  average  nongroup  encounter  costs  $1.12 
more.  The  difference  between  group  and  nongroup  inpatient 
utilization  is  somewhat  lessened  by  the  fact  that  the  average 
cost  per  nongroup  incurred  hospital  day  is  $2.  26  less  than  for 
the  group. 

4.    According  to  the  frequency  distributions  generated,  the 
bulk  of  the  differences  between  group  and  nongroup  utilization  and 
cost  of  providing  care  occurs  with  a  small  percentage  of  nongroup 
enrollees  who  tend  towards  high  utilization. 
C  -  Recommendations 

This  study  was  undertaken  to  investigate    the  effects  of 
an  open  enrollment  on  the  utilization  and  costs  of  providing  care 
in  a  prepaid  group  practice.    Further,  it  was  hoped  that  this 
study  would  demonstrate  that  these  effects  are  not  so  dramatic 
as  to  prohibit  an  operational  or  developing  prepaid,  group  prac- 
tice from  including  this  segment  of  the  health  consumer  popula- 
tion within  its  eligible  population. 

Utilizing  the  data  files  of  the  Marshfield  Clinic,  all  en- 
rollees of  the  GMCHP  for  a  given  year  were  categorized  according 


535 


61 


to  group  and  nongroup  status  and  displayed  in  frequency  distri- 
butions describing  outpatient  and  inpatient  utilization,  cost  of 
outpatient  care,  cost  of  inpatient  care,  and  total  health  care 
costs  experienced.    A  second  study  similar  in  structure  to  the 
fir6t  was  undertaken  displaying  only  those  group  and  nongroup 
enrollees  with  at  least  six  months  experience  in  the  plan  prior 
to  the  study  year. 

The  study  indicated  that  nongroup  enrollees  utilize  25  per- 
cent more  health  care  resources  measured  in  dollars  than  do 
group  members.    This  difference  is  less  in  the  group  and  non- 
group  subpopulation  with  at  least  six  months  prior  experience 
in  the  plan. 

Since  legislators  and  consumers  are  encouraging  HMOs  to 
open  their  enrollments  to  the  total  population,  it  is  hoped  that 
this  document  will  serve  to  describe  one  plan's  experience  with 
utilization,  cost  of  providing  care,  and  risk  implications  of  such 
a  policy. 

In  light  of  the  findings  of  this  study,  the  author  recommends 
that  the  GMCHP  continue  its  open  enrollment  and  community 
rating  policies.    The  degree  to  which  group  enrollees  under- 
write the  health  care  costs  of  nongroup  members  is  not  pro- 
hibitive and  tends  to  decrease  with  experience  in  the  plan. 
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Certain  characteristics  unique  to  both  the  Greater  Marsh- 
field  Community  Health  Plan  and  the  community  which  it  serves 
make  generalization  from  the  open  enrollment  experience 
described  in  this  paper  to  other  health  plans  difficult.  How- 
ever, insofar  as  current  literature  is  void  of  any  description 
of  an  HMO's  experience  with  a  community  rated  open  enrollment, 
this  pilot  study  may  be  taken  as  a  base  line  for  the  experience  of 
others. 

If  the  Health  Maintenance  Organization  is  ever  to  conclu- 
sively demonstrate  its  viability  as  an  alternative  health  care 
delivery  system,  it  must  do  so  by  serving  a  true  cross  section 
of  the  population.    The  findings  of  this  study  demonstrate  that 
providing  all  consumers  - -irrespective  of  employment  or  pre- 
existing conditions --with  prepaid  health  care  is  not  excessively 
prohibitive  to  the  financial  success  of  the  plan.    Therefore,  the 
author  would  finally  suggest  that  practicing  and  developing  HMOs 
seriously  consider  establishing  a  policy  of  open  enrollment. 
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APPENDIX  B 

GREATER  MARSHFIELD  COMMUNITY  HEALTH  PLAN 
COMPONENT  LINKAGES 


1.  Marshfield  Clinic:    Provides  medical  services  in  and  out 

of  the  hospital  and  makes  separate  contractual  arrangements 
with  affiliated  physicians. 

2.  St.  Joseph's  Hospital:    Provides  inpatient  services  and  makes 
arrangements  for  nursing  home  and  home  health  care. 

3.  Blue  Cross  -  Blue  Shield:    Perform  marketing,  enrollment, 
actuarial,  claims  and  out  of  area  services  and  administra- 
tion. 

4.  Community  Committee:   Advice  and  guidance  to  the  plan 
partners. 


65-640  O  -  76  -  35 
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APPENDIX  C 
GMCHP  BENEFITS 


Complete  coverage  for: 

Medical  Care  (Ambulatory  and  Inpatient) 
Hospital,  ECF,  Home  Care 
Outpatient 

Emergency  Out  of  Area  Service 
Referral  Care 

Inpatient  Care  -  365  days  (does  not  include  psychiatric) 

ECF  2  for  1        Home  Care   5  for  1 

Mental  Health  Care  -  Up  to  70  days  -  inpatient 
(70  more  after  90) 

Up  to  10  mental  health  visits 
(10  more  after  90) 

No  physical  exam  required 
No  deductibles 
No  co-payments 

No  "pre-existing"  exclusions  (except  maternity) 

DOES  NOT  INCLUDE: 

Outpatient  drugs 
Prosthetic  devices 
Cosmetic  surgery 
Eyeglasses 

Dental  care  (other  than  oral  surgery) 
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APPENDIX  D 
SAMPLE  OF  CHI-SQUARE  COMPUTATION: 
OUTPATIENT  ENCOUNTERS- -TOTAL  POPULATION 


Number  of  People  Expected  Frequency*  (0-E)2/E 

Encounters      Group    Nongroup      Group        Nongroup       Group  Nongroup 


2638 
1606 


854 
451 
360 


2  1263 

3  ':        938     S  305 


"TT" 


755 
594 


425 


7       |  355 


266 
211 


10 


-4 


n 

12 
13 


14 
15 
16 


170 
180 
111 
114 


85 
66 
55 


234 
167 
139 
106 
98 


2667. 9 
1571.5 
1240.  0 
949.7 
755.6 
581.4 
430.  9 
352.  2 
278.  1 


76 


219.  3 


824.  1 
485.5 
383.0 
293.  3 
233.4 
179.6 
133. 1 
108.8 
85.9 
67.  7- 


54 

36 


171.9 
165.  0 


52.  1 


.  34 
.76 
.43 
.  14 
.  00 
.27 
.  08 
.  02 
.53 
.  31 
.  02 


1.  08 
2.45 
1.  38 
.47 
.  00 
.88 
.26 


51.  0 


1.36 


36 
33 
30 
21 
24 


112.  3 
112.  3 
87.  9 


34.  7 
34.7 
27.  1 


.  02 
.  03 


07  | 

i 


66.5  I  20.5 
60.4  19.6 


J. 


 T 

10  ! 


.  00 
.48 


1.  70 
.99 
.  07 

4.41 
.  05 
.  08 
.  31 
.  01 

1.49 
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Number  of  People  Expected  Frequency*  (0-E)2/E 

Encounters       Group     Nongroup      Group        Nongroup       Group  Nonprou 


17 

56 

12 

52.  0 

16.  0 

.  31 
.  18 

1.  00  ] 

i 

.59 

18 

37 

15 

39.  7 

12.  3 

19 

16 

34.4 

10.6 

.  85 

2.  75 

29 

20 

23 

8 

23.  7 

7.  3 
6.4 

.  02 
.  10 

.  07 
.  31 

21 

22 

5 

20.  6 

22-26 

62 

20 

62.6 

19.4 

.  01 

.  02 

27-31 

26 

9 

26.  7 

8.  3 

.  02 

.  06 

32-41 

15 

7 

16.8 
29.  0 

5.2 

.  19 

.  62 
11.11 

42- 

19 

19 

9.  0 

3.45 

Total 
Frequency 

10, 124 

3,  135 

X2=42.25 

i 

Relative 
Frequency 

.  764 

.  236 

.  764 

.236 

*  Expected  frequencies  are  obtained  by  multiplying  the  per- 
cent of  population  that  is  group  and  nongroup  by  the  total 
number  of  observations  within  a  class  of  encounters. 
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APPENDIX  E 

SAMPLE  OF  HYPOTHESIS  TESTING: 
OUTPATIENT  ENCOUNTERS- -TOTAL  POPULATION 

(O-E)2 
X  f>     E  =42.25 

Degrees  of  freedom  =  (r-1)  (c- 1 )  =25 

Reject  Ho  where  X2  >  37.  652 

At  25  degrees  of  freedom,  the  P-value  of  X2=42.  25  is 
,  018.    Since  the  level  of  significance  for  the  P-value 
was  set  at  .  05  (i.  e.  if  P-value  is  equal  to  or  less  than 
.05,  reject  the  null  hypothesis),  the  hypothesis  is  re- 
jected. 
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APPENDIX  F 
SUMMARY  OF  CHI-SQUARE  RESULTS 


Factor 

A 

Degrees  of 
Freedom*  P-value 

Accept- 

Keject  Hn^-r 

Outpatient  Encounter 

r 

24 

025 

X\.cjc  CI 

I      t  V»  t%    m  lis  +  -  i 

^uupupuia  tiuxi^ 

22 

>.05 

Inpatient  Days 

27.  34 

12 

<.01 

Reject 

(Subpopulation) 

17.  25 

11 

>10 



A  ccept 

Outpatient  Costs 

68.  05 

23 

<.  0005 

Reject 

(Subpopulation) 

62.  65 

21 

<.  0005 

Reject 

Hospital  Costs 

30.  59 

10 

<\  005 

Reject 

(Subpopulation) 

19.  76 

9 

- .  025 

Reject 

Total  Costs 

46.  36 

i 

1 1                   .  0005 

Reject 

(Subpopulation) 

34.  25 

10 

<  .  0005 

Reject 

*  Degrees  of  freedom  vary  due  to  grouping  of  data  at  the  tails  of 
a  distribution. 

**  Hypothesis  is  rejected  wher^e  P-value  of  X^     or  =  to  .  05. 
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[Whereupon,  at  1 :26  p.m.,  the  subcommittee  adjourned,  subject  to 
the  call  of  the  Chair.] 


HEALTH  MAINTENANCE  ORGANIZATION 
AMENDMENTS,  1975 


MONDAY,  JANUARY  19,  1976 

U.S.  Senate, 
Subcommittee  on  Health  of  the 
Committee  on  Labor  and  Public  Welfare, 

Washington,  B.C. 
The  subcommittee  met,  pursuant  to  notice,  at  10 :13  a.m.,  in  room 
4232,  Dirksen  Senate  Office  Building,  Senator  Edward  M.  Kennedy 
(chairman  of  the  subcommittee)  presiding. 
Present :  Senator  Kennedy. 

Staff  present :  Philip  Caper,  M.D.,  professional  staff  member,  and 
Jay  B.  Cutler,  minority  counsel. 

Senator  Kennedy.  The  subcommittee  will  come  to  order. 

I  am  pleased  to  open  this  final  day  of  hearings  on  the  health  main- 
tenance organization  amendments  of  1975. 

We  have  had  2  days  of  hearings  concerning  these  amendments  so 
far. 

Following  the  conclusion  of  today's  hearing,  I  would  like  to  move 
this  legislation  as  quickly  as  is  consistent  with  the  other  business  of 
the  Health  Subcommittee. 

I  want  to  welcome  our  witnesses  today.  Our  first  witness  this  morn- 
ing is  no  stranger  to  this  committee,  Mr.  Bert  Seidman,  who  is  the 
director  of  the  social  security  department  of  the  AFL-CIO.  He  has 
been  a  good  friend  and  valued  counselor  of  this  committee,  and  we  are 
always  glad  to  have  him  here. 

STATEMENT  OF  BERT  SEIDMAN,  DIRECTOR,  SOCIAL  SECURITY  DE- 
PARTMENT, AFL-CIO,  ACCOMPANIED  BY  ROBERT  M.  McGLOTTEN, 
LEGISLATIVE  REPRESENTATIVE,  AND  RICHARD  E.  SHOEMAKER, 
ASSISTANT  DIRECTOR,  DEPARTMENT  OP  SOCIAL  SECURITY 

Mr.  Seidman.  Thank  you,  Mr.  Chairman.  My  name  is  Bert  Seidman. 
I  am  director  of  the  department  of  social  security  of  the  AFL-CIO. 

With  me  to  my  left  is  Eobert  McGlotten,  member  of  the  legislative 
department  of  the  AFL-CIO.  And  to  my  right  is  Richard  Shoemaker, 
assistant  director  of  the  department  of  social  security  of  the  AFL- 
CIO  and  our  expert  in  the  health  field. 

Mr.  Chairman,  I  am  of  course  testifying  on  behalf  of  the  AFL-CIO. 
But  I  think  it  is  worthwhile  stating  that  I  have  had  long  experience 
in  the  group  health  movement.  I've  been  a  member  of  the  Group 
Health  Association  here  in  Washington,  D.C.,  for  28  years.  For  the 
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past  6  years  I've  been  a  member  of  the  board  of  trustees  of  that 
organization  and  am  now  its  first  vice-president. 

So  I  speak  with  some  knowledge  and  experience  on  the  prob- 
lems and  potentialities  of  prepaid  group  practice  plans  in  particular 
and  HMO's  in  general. 

I  will  try  to  summarize  my  statement,  Mr.  Chairman,  but  I  do  ask 
that  the  complete  text  of  the  statement  be  inserted  in  the  record  of  the 
hearing. 

Senator  Kennedy.  It  will  be  so  included  at  the  conclusion  of  your 
testimony. 

Mr.  Seidman.  Mr.  Chairman,  on  behalf  of  the  AFL-CIO  I  wish  to 
thank  you  for  the  opportunity  to  present  our  views  with  respect  to 
H.R.  9019,  the  House-passed  bill,  and  S.  1926,  introduced  with  biparti- 
san support  by  Senators  Schweiker,  Javits  and  Mondale.  We  wish  to 
commend  you  and  the  members  of  your  subcommittee  for  consider- 
ing the  health  maintenance  organization  amendments  of  1975  so 
promptly  after  the  House  has  acted. 

S.  1926  is  designed  to  amend  the  Health  Maintenance  Organiza- 
tion Act  of  1973  to  make  it  more  workable  and  more  practical.  In  fact, 
we  would  go  so  far  as  to  say  that  unless  Congress  passes  S.  1926 — 
with  the  addition  of  two  improvements  which  we  are  going  to  sug- 
gest— the  great  potential  and  opportunity  that  the  HMO  Act  holds 
for  improving  the  delivery  of  quality  health  services  and  of  contain- 
ing the  escalation  in  medical  care  costs  will  not  be  achieved. 

S.  1926  includes  a  substantial  number  of  amendments  to  the  HMO 
Act,  some  of  which  are  technical  in  nature.  Witnesses  from  the  "Con- 
sensus Group"  have  testified  in  detail  with  respect  to  the  need  for  these 
amendments  which,  with  one  exception,  we  generally  support  in  their 
present  form.  Therefore,  in  the  interest  of  conserving  time  and  avoid- 
ing needless  repetition,  we  will  restrict  our  comments  mainly  to  what 
we  regard  as  the  most  important  issues.  These  are:  (1)  the  need  for 
an  additional  amendment  to  clarify  the  intent  of  the  so-called  "dual 
choice"  provision  of  the  act;  (2)  a  modification  in  section  7  of  S.  1926, 
which  would  amend  section  1302(4)  (c)  (i)  of  the  act  requiring  the 
members  of  a  medical  group  of  an  HMO  to  have  as  their  principal  pro- 
fessional activity  the  provision  of  health  care  for  the  prepaid  enrolled 
members  of  the  HMO;  (3)  reducing  the  mandated  basic  package  of 
benefits  under  the  present  law;  and  (4)  elimination  of  the  open  en- 
rollment provisions  of  the  present  act. 

First,  let  me  deal  with  section  1310  of  the  HMO  act,  the  so-called 
"dual  choice"  requirements  of  the  law. 

Let  me  say  at  the  outset  that  amendment  of  this  provision  should 
not  have  been  necessary.  We  do  not  believe  that  Congress  had  any 
intent,  when  the  HMO  Act  was  enacted,  of  utilizing  this  legislation  to 
curtail,  weaken,  or  bypass  the  long-recognized  right  of  unions  to 
bargain  collectively  on  behalf  of  their  members  with  respect  to  health 
and  welfare  benefits. 

We're  glad  to  say  this  apparently  is  no  longer  a  controversial  sub- 
ject, and  we  hope  the  subcommittee  will  accept  the  action  that  the 
House  has  taken. 

Since  our  testimony  before  the  House  subcommittee  last  July,  the 
administration  has  modified  its  position  and  the  final  regulations  issued 
last  month  are  quite  satisfactory  in  this  regard.  However,  because  of 
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the  potential  harm  that  could  result  if,  at  some  future  date,  the  regu- 
lations were  changed,  we  urge  that  the  amendment  to  section  1310  now 
contained  in  H.K.  9019  be  incorporated  in  any  bill  reported  out  of  the 
Labor  and  Public  Welfare  Committee.  It  is  essential  that  the  issue 
be  cleared  up  in  the  law  and  not  just  in  the  regulations. 

When  Dr.  Cooper,  Assistant  Secretary  for  Health  for  HEW,  testi- 
fied before  your  subcommittee,  he  recommended  that  section  1310 
should  define  "employer"  by  reference  to  the  National  Labor  Relations 
Act  and  the  Labor  Management  Relations  Act  rather  than  the  Fair 
Labor  Standards  Act,  as  in  present  law. 

The  AFL-CIO  is  opposed  to  this  proposal.  The  definition  of  "em- 
ployer" in  the  NLRA  is  too  restrictive.  For  example,  farm  workers, 
Government  employees,  and  other  employees  in  industries  that  the 
National  Labor  Relations  Board  elected  not  to  cover,  would  be  denied 
the  benefits  of  section  1310.  Therefore,  we  favor  continuing  the  defini- 
tion of  "employer"  in  the  HMO  Act  as  it  is  in  the  Fair  Labor  Stand- 
ards Act. 

Now  I  turn  to  the  requirements  for  an  HMO  medical  group,  which 
is  in  section  7. 

This  section  of  S.  1926  eliminates  the  provision  of  the  present  HMO 
Act  that  would  require  a  medical  group  to  devote  its  professional  time 
principally  on  behalf  of  the  enrollees  of  the  HMO.  HEW  has  in- 
terpreted this  requirement  to  mean  that  at  least  51  percent  of  the  time 
of  the  doctors  in  the  group  must  be  devoted  to  the  HMO  members. 
Certainly,  this  is  the  minimum  requirement  that  could  have  been  set 
in  accordance  with  the  law.  We  see  no  reason  for  it  to  be  eliminated. 
It  is  on  this  point  that  we  differ  from  the  consensus  group  which  testi- 
fied before  your  subcommittee  on  December  12,  1975. 

The  issue  here  is  whether  or  not  the  medical  group  is  committed  to 
move  in  the  direction  of  prepayment  and  capitation  as  the  principal 
means  of  reimbursement.  Without  a  majority  of  prepaid  patients,  all 
the  advantages  of  budgeting  and  planning  to  meet  the  medical  needs 
of  an  enrolled  population  virtually  disappear.  Where  most  patients  go 
to  a  medical  group  for  their  care  on  a  haphazard  basis  and  pay  for 
each  service  separately,  the  need  for  hospital  beds  as  well  as  the  num- 
ber and  kinds  of  physicians  and  other  medical  personnel  needed  can- 
not be  determined  with  any  accuracy.  The  ability  to  plan  effectively  and 
economically  must  rest  on  solid  assumptions  as  to  the  medical  care 
needs  of  a  known  population. 

There  are  other  dangers  as  well.  If  capitation  is  to  be  just  another 
method  of  reimbursement  for  the  medical  group,  income  to  the  medi- 
cal group  may  be  maximized  by  retaining  the  more  affluent  patients 
under  fee- for- service  reimbursements  while  accepting  the  less  affluent 
on  a  guaranteed  income,  for  example,  under  capitation.  The  fee- for- 
service  patients  become  the  preferred  patients  because  they  bring  in 
additional  income  and  the  capitation  patients  do  not  receive  equivalent 
consideration.  This  is  not  just  theory.  This  has  happened  with  one 
major  prepaid  group  practice  plan  which  has  had  to  require  its  doctors, 
who  had  derived  a  large  part  of  their  income  from  fee-for-service,  to 
devote  their  time  mainly  to  the  HMO  members  with  payment  by 
capitation. 

With  less  than  a  full  commitment  to  prepayment,  an  HMO  may  con- 
tract with  a  State  for  medicaid  eligibles  and  retain  its  wealthier  pa- 


65-640  O  -  76  -  36 


556 


tients  on  a  fee-for-service  basis.  This  would  mean  a  two-class  delivery 
system.  We  are  strongly  opposed  to  giving  medical  groups  an  economic 
incentive  to  maintain  the  two-class  system.  Therefore,  we  favor  retain- 
ing the  standard  in  the  present  law  that  a  medical  group  serving  an 
HMO  should  devote  most  of  its  time  to  providing  health  services  for  its 
enrolled  members.  However,  in  order  to  facilitate  the  conversion  of 
fee-for-service  multi-specialty  groups  to  prepayment,  we  would  favor 
phasing  in  this  requirement  over  a  period  of  5  years  just  as  the  com- 
munity-rating requirement  in  the  present  law  would  be  phased  in  over 
5  years  by  section  6  of  S.  1926. 

We  recognize  that  in  some  few  instances,  a  medical  group  may  never, 
at  least  until  such  time  as  there  is  a  comprehensive  national  health 
insurance  program,  be  able  to  meet  this  standard.  For  example,  a 
multi-specialty  group  practice  may  be  located  in  a  rural  area  with 
few  employee-employer  health  benefit  plans.  In  such  case,  it  would  be 
difficult  for  the  medical  group  to  provide  most  of  its  medical  services 
to  its  prepaid  enrolled  members.  Another  example  would  be  where  one 
of  the  prestigious  multi-specialty  groups,  such  as  the  Mayo  or  Geisinger 
clinics,  had  such  a  large  volume  of  referral  patients  that  it  could  not 
meet  the  standard  without  giving  up  its  referral  patients — obviously 
an  unreasonable  requirement. 

The  answer  to  this  problem  is,  in  our  opinion,  not  to  weaken  the 
standard,  but  to  grant  the  Secretary  of  HEW  authority  to  make  excep- 
tions for  good  and  sufficient  cause. 

We  hope,  therefore,  that  the  subcommittee  will  retain  this  provision 
of  the  HMO  Act  but  phase  it  in  over  a  5 -year  period  and  provide  for 
exemptions  by  the  Secretary  upon  a  showing  that  the  goal  cannot  rea- 
sonably be  attained. 

Senator  Kennedy.  Mr.  Seidman,  compared  to  the  group,  the  alli- 
ance, or  the  association  that  is  proposing  these  various  amendments, 
this  is  one  area  where  you  differ  with  them ;  is  that  correct  ? 

Mr.  Seidman.  That  is  correct. 

Senator  Kennedy.  Do  you  believe  it  is  important  that  we  maintain 
that  which  was  to  make  it  the  principal  activity  which  has  been  de- 
fined under  the  regulations  to  be  51  percent  of  the  activities  which 
would  be  without  the  HMO  ? 

Mr.  Seidman.  With  two  elements  of  flexibility,  Mr.  Chairman. 

Senator  Kennedy.  Now,  the  point  that  has  been  made  during  the 
course  of  these  hearings  is  that  by  striking  that  particular  provision  we 
may  be  encouraging  other  groups  to  come  into  this  activity  that  other- 
wise might  not  be  willing  to  do  so  because  of  the  restriction  saying 
that  their  primary  function  is  going  to  be  in  the  HMO.  And  if  they 
are  not  sufficiently  prepared  to  insist  that  51  percent  of  the  activity  be 
directed  toward  the  HMO,  then  there  should  be  discretion  within  the 
Secretary  to  waive  that  particular  provision.  Do  I  understand  your 
case  correctly  ? 

Mr.  Seidman.  Yes,  and  particularly  for  certain  types  of  clinics ;  for 
example,  the  Mayo  or  the  Geisinger  Clinic,  which  have  the  large  vol- 
ume of  referral  patients  and  where  they  simply  could  not  be  expected 
to  meet  the  standards  without  giving  up  their  referral  patients. 

We  think  that  in  the  ordinary  type  of  HMO,  fee-for-service,  that 
this  transition  could  take  place  over  a  period  of  5  years. 


557 


Senator  Kennedy.  Why  are  you  willing  to  grant  the  discretion  of 
waiver  to  the  Secretary  in  this  area  and  yet  you  are  reluctant  to  grant 
the  discretion  of  waiver  to  the  Secretary  in  the  areas  of  open  enroll- 
ment ? 

Mr.  Seidman.  Because  in  the  case  of  the  open  enrollment  we  see  the 
possibility  that  small  HMO's — here  we  are  not  talking  about  organi- 
zations which  are  already  on  their  feet,  which  have  been  providing 
services  for  a  long  time,  and  we  are  really  not  talking  about  creating 
new  fee-for-service  HMO's.  But  in  the  case  of  the  prepaid  group  prac- 
tice plans  with  which  we  are  principally  concerned,  particularly  those 
that  are  getting  underway,  we  think  that  to  require  open  enrollment 
for  individuals,  I  stress  that  point  because  of  course  there  will  be  open 
enrollment  as  far  as  groups  are  concerned,  but  for  individuals  that  this 
would  put  them  at  a  very,  very  serious  financial  risk  and  I  think  would 
make  it  very,  very  difficult  for  them  to  get  underway. 

Now,  you  can  say,  well,  the  Secretary  would  have  the  discretion. 
But  the  problem  is  that  the  Secretary,  as  you  know,  Mr.  Chairman, 
has  not  shown  sufficient  interest  in  this  program  to  assure  that  these 
decisions  will  be  made  very,  very  quickly.  In  the  meantime,  new 
HMO's  could  die  on  the  vine. 

Senator  Kennedy.  Why  not  use  the  same  logic  in  existing  programs 
to  have  the  open  enrollment  provisions  ?  Why  not  do  the  same  thing 
with  regard  to  open  enrollment  in  areas  where  they  already  have  some 
kind  of  existing  prepaid  program  and  are  already  in  existence,  like 
the  Harvard  plan  ? 

Mr.  Seidman.  Well,  in  the  first  place,  I  think  that  the  Harvard 
plan — I  do  not  have  detailed  familiarity  with  the  Harvard  plan- 
but  even  the  Harvard  plan  or  the  New  Haven  plan,  some  of  these 
plans  that  have  recently  gotten  underway,  I  think  they  would  be  in 
serious  difficulty.  I  do  not  know  whether  Kaiser  would.  I  think  at 
Group  Health  Association  we  might  have  a  very  serious  problem.  The 
experience  I  think  in  the  case  of  the  New  Evanston  plan  is  very  il- 
lustrative in  this  respect.  What  apparently  is  happening  in  Evanston 
where  they  tried  to  have  open  enrollment  when  they  first  got  under- 
way was  that  insurance  companies  were  referring  their  sickest  people 
to  the  Evanston  plan. 

Mr.  Chairman,  we  say  that  we  would  never  come  in  with  any  such 
recommendation  if  the  health  security  bill  were  enacted.  We  would 
recommend  that  if  such  a  requirement  is  going  to  be  placed  on 
HMO's,  the  very  same  requirement  should  be  placed  on  all  other  plans. 
But  we  ask  that  the  HMO's  not  be  asked  to  carry  this  kind  of  a  bur- 
den of  trying  to  meet  the  competition  of  well-established,  well-financed, 
types  of  health  care  which  do  not  have  to  meet  these  requirements.  And 
moreover,  prepaid  group  practice  plans  have  not  been  able  to  do  this. 
Instead,  they  have  had  open  enrollment  for  the  great  majority  of  their 
patients.  Why  ?  Because  they  come  from  groups  and  with  groups  you 
can  achieve  a  certain  actuarial  balance.  But  where  they  take  individ- 
uals, they  do  have  restrictions  with  respect  to  preexisting  conditions 
and  so  on,  and  they  have  to  do  so.  They  have  had  to  do  so  very  reluc- 
tantly. 

It  is  not  anything  they  like  to  do.  But  if  they  did  not  do  so,  then  they 
would  be  in  a  very,  very  difficult  competitive  position. 
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Senator  Kennedy.  You  do  not  think  that  the  51-percent  rule  will  dis- 
courage many  f ee-f or-service  groups  from  seeking  to  become  HMO's  ? 

Mr.  Seidman.  I  do  not  think  so.  I  think  that  the  51-percent  rule 
would  still  permit  them  to  maintain  a  very  considerable  fee-for-service 
practice  and  if  this  involves  expansion,  then  it  would  mean  that  they 
would  have  the  prepaid  group  practice,  and  they  would  still  maintain 
their  fee-for-service  operation. 

Mr.  Shoemaker  wanted  to  add  a  comment. 

Mr.  Shoemaker.  I  think  you  will  find  that  most  of  the  multispecialty 
groups  already  have  varying  degrees  of  enrollments  on  a  capitation 
basis,  5  or  10  percent,  for  example.  The  important  point  is  that  if  there 
is  no  commitment  on  the  part  of  the  medical  staff  for  prepayment,  I 
cannot  see  any  sense  in  giving  development  grant  of  $1  million  to  a 
group  who  is  going  to  handle  small  minority  of  prepayment  patients. 

ISfow,  in  certain  instances,  Marshfield  Clinic  is  one,  where  only  40 
percent  can  afford  the  plan,  obviously  they  have  to  serve  the  rest  of 
the  population  on  a  fee-for-service.  That  would  be  the  type  of  exemp- 
tion the  Secretary  should  make.  If  they  cannot  make  it,  they  cannot 
make  it.  If  there  is  no  commitment  toward  prepayment,  I  do  not  see 
why  we  are  giving  them  the  million  dollars,  frankly. 

Senator  Kennedy.  What  about  a  phased-in  kind  of  period?  How 
about  giving  them  time  so  they  could  at  least  try  and  move  in  that 
direction  ? 

Mr,  Seidman.  Are  you  talking  about  the  51-percent  rule? 

Senator  Kennedy.  Yes. 

Mr,  Seidman.  We  are  suggesting  that  there  should  be  a  5-year 

period. 

Senator  Kennedy.  That  is  the  expiration  of  the  bill. 

Mr.  Seidman.  I  have  not  thought  of  that  coincidence.  We  thought  of 
the  5 -year  period  as  being  a  reasonable  period  for  a  phase-in.  We  were 
not  thinking  about  it  in  terms  of  the  expiration  date  of  the  bill.  If  for 
that  reason  some  other  period  seems  to  be  better,  we  would  not  have 
any  strong  objection. 

Senator  Kennedy.  We  would  like  to  work  with  you  on  it. 

Mr.  Seidman.  Turning  now  to  the  question  of  the  benefit  pack- 
age  

Senator  Kennedy.  We  will  include  that.  I  do  not  think  we  have 
much  of  a  problem  in  the  benefit  package.  You  have  basically  the  same 
position  as  the  various  groups. 

Mr.  Seidman.  As  the  concensus  group  on  that  point,  yes. 

Senator  Kennedy.  If  there  is  something  in  particular  you  want  to 
comment  on,  fine,  but  what  I  would  be  interested  in  is  from  your  own 
study  of  what  you  think  are  actually  going  to  be  the  savings  by  alter- 
ing the  benefit  package.  I  would  be  very  interested  in  this.  We  have 
been  attempting  to  mold  and  shape  a  benefit  package.  I  am  interested 
in  whether  you  think  the  trade-offs  that  have  been  put  forward  by 
the  various  proposals  are  really  going  to  make  very  much  of  a  dif- 
ference. Our  staff  people  do  not  think  there  is  going  to  be  very  much 
in  terms  of  savings,  that  the  significance  of  it  is  not  very  dramatic. 
But  I  would  be  interested  in  what  comments  you  have  to  make. 

Mr.  Seidman.  The  issue  is  not  simply  to  savings,  because  admittedly 
the  figures  are  soft  as  to  what  the  savings  would  be.  I  think  they  would 
vary  a  great  deal  from  one  plan  to  another.  The  reason  I  say  this  is 
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that  a  large  plan,  if  it  is  required  to  provide  a  certain  service,  is  in  a 
position  to  simply  take  on  the  staff,  to  provide  the  service.  It  may  al- 
ready conceivably  have  the  equipment  or  most  of  the  equipment.  In 
that  case,  perhaps  the  saving  will  not  be  very  great.  A  small  plan  is  en- 
tirely in  a  different  situation.  It  is  required  to  provide  the  service.  If 
it  cannot  economically  provide  the  service  itself,  than  it  has  to  go  out 
and  purchase  the  service  in  the  community.  At  that  point,  it  becomes 
a  very  important  financial  item. 

Let  me  give  you  an  example  of  what  I  have  in  mind.  Take  the  ques- 
tion of  the  requirement  for  the  preventive  children's  dental  service 
which  is  now  in  the  act.  We  have  looked  into  that  in  Group  Health 
Association,  and  in  my  testimony  we  have  a  figure  as  to  what  we  think 
the  cost  of  this  would  be.  But  we  have  also  found  that  preventive  chil- 
dren's dental  service  is  not  a  very  meaningful  service  unless  there  is 
the  followup  treatment.  And  so  we  have  to  think  about  how  we  would 
meet  the  requirements  of  the  act  for  Group  Health  Association,  which 
is  not  Kaiser,  but  on  the  other  hand  has  a  hundred  thousand  members 
and  already  has  a  dental  program,  as  an  extra  program  that  it  is 
putting  on. 

Well,  it  would  be  a  problem  for  GHA.  But  I  suppose  somehow  or 
other  we  could  meet  the  problem  in  GHA.  But  for  a  5,000-member  plan 
just  getting  underway,  it  would  be  an  entirely  different  problem.  They 
would  either  have  to  go  out  and  hire  a  dentist  and  set  up  a  dental 
unit — get  the  dental  equipment  and  so  on,  all  of  which  would  be  very 
expensive,  or  somehow  or  other  they  would  have  to  go  out  and  purchase 
this  service  in  the  community  which  also  might  be  very  expensive. 
This  would  place  them  in  a  situation  where  they  are  adding  services 
before  becoming  financially  viable,  adding  on  services  of  this  kind 
would  be  particularly  difficult. 

So,  in  the  first  place,  the  average  figures,  it  seems  to  me,  conceal  the 
problem.  And,  second,  it  is  not  just  a  matter  of  the  cost,  but  how  they 
would  actually  be  able  to  arrange  for  these  services  to  be  given.  There- 
fore, it  seems  to  me  that  until  such  time  as  we  have  the  kind  of  national 
health  insurance  system  which  makes  all  of  these  benefits  available  to 
people,  that  a  broad  range  of  required  services  going  far  beyond  what 
is  called  for  in  most  private  insurance  contracts  should  not  be  asked 
of  the  HMO's. 

Senator  Kennedy.  Now,  you  also  delete  the  alcoholism  services,  the 
home  health  services. 

Mr.  Seidman.  Again,  I  think,  for  example,  that  in  GHA  we  could 
arrange  to  provide  the  alcoholism  services.  But  for  a  new  plan,  it 
would  be  an  entirely  different  situation,  particularly  if  it  was  in  a 
small  community  where  there  is  no  halfway  house,  for  example,  that 
is  readily  available,  and  where  they  would  actually  have  to  put  people 
into  hospitals  for  detoxification  and  so  on.  This  could  get  to  be  a  very 
expensive  proposition. 

Senator  Kennedy.  These  are  obviously  hard  and  tough  decisions  I 
am  sure  you  are  making.  I  think  particularly  with  regard  to  the  young 
people  in  our  society,  that  is  an  extremely  important  health  service, 
so  these  are  really  hard  and  tough  decisions.  I  am  sure  you  are  as  re- 
luctant as  we  are  to  have  to  forego  that  kind  of  thing. 

Mr.  Setdman.  I  certainly  agree  with  you.  As  vou  know.  Senator,  the 
AFL-CIO  has  been  concerned  with  alcohol  and  drug  abuse  programs. 
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We  are  doing  everything  we  can  to  our  community  services  program 
to  deal  with  these  problems.  We  think  that  to  make  this  an  absolute 
requirement  on  them  in  situations  where  they  simply  will  be  unable  to 
provide  this  service  I  think  is  doing  the  wrong  thing. 

Mr.  Shoemaker.  Mr.  Chairman,  I  just  want  to  add  a  comment  to 
what  Bert  had  to  say.  I  will  give  my  credentials  too.  I'm  on  the  Ex- 
ecutive Board  of  Group  Health  Association  of  America.  I  will  say  this  ; 
that  speaking  of  the  plans  in  the  Group  Health  Association  of  Amer- 
ica, they  are  strongly  motivated  to  provide  comprehensive  care.  The 
problem  is  the  size  of  the  mandated  package.  When  these  plans  move 
forward  to  add  additional  things,  additional  benefits,  with  staffing  to 
provide  them,  and  when  they  get  big  enough  so  they  will  have  enough 
use  of  this  service,  they  do  so.  And  the  problem  is  the  size  of  the  man- 
dated package,  not  the  total  of  some  of  the  benefits. 

We  would  like  to  shift  more  of  the  mandated  benefits  to  the  optional 
supplemental  package. 

Senator  Kennedy.  Well,  why  do  we  not  go  on  ? 

Mr.  Seidman. 

Mr.  Seidman.  We  have  covered  some  of  the  sections  of  my  testimony, 
and  I  will  not  repeat  them. 

On  this  question  of  the  scope  of  benefits,  I  would  like  to  call  your 
attention,  Mr.  Chairman,  to  one  very  important  report  which  has  been 
issued,  that  is  a  report  by  the  Institute  of  Medicine  of  the  National 
Academy  of  Sciences,  which  issued  a  report  entitled,  very  significantly, 
I  think,  "A  Policy  Statement,  HMO's:  Toward  a  Fair  Market  Test." 

And  they  concluded,  and  I  will  only  read  one  sentence  from  their 
conclusion : 

The  committee  recommends  that  rigid  requirements  for  comprehensiveness  of 
benefits  and  services  beyond  basic  outpatient  and  inpatient  services  not  be  im- 
posed on  HMOs  in  order  that  they  can  have  the  maximum  flexibility  in  adapting 
themselves  to  the  available  resources  and  the  needs  of  their  communities. 

It  was  the  conclusion  of  the  analysis  by  the  Institute  of  Medicine 
that  the  present  HMO  law  does  not  provide  a  fair  market  test. 

For  these  reasons  the  AFL-CIO  strongly  supports  the  provisions  of 
S.  1926  which  would  transfer  home  health  services  as  well  as  alcohol, 
drug  abuse  and  children's  preventive  dental  care  from  the  list  of  basic 
benefits  to  the  optional  supplementary  list.  We  think  it  would  also  be 
desirable,  in  order  to  improve  the  competitive  position  of  HMO's,  to 
transfer  mental  health  benefits  from  the  basic  to  the  supplementary 
package  as  well  since  many  of  our  health  benefit  plans  do  not  cover 
mental  health. 

We  have  already  gotten  into  the  question  of  open  enrollment.  Let 
me  say  while  we  have  a  problem  with  open  enrollment,  as  I  have  al- 
ready indicated,  we  are  strongly  in  favor  of  community  rating. 

We  do  want  to  maintain  the  principle  of  community  rating  in  the 
legislation  and  in  the  HMO  program. 

It  is  the  combination  of  the  two  requirements  in  the  HMO  Act  that 
we  find  very  unfortunate  and  places  HMO's  at  a  very  serious  disad- 
vantage. 

Mr.  Chairman,  I  would  like  to  call  your  attention  to  the  experience 
that  Blue  Cross  had.  Blue  Cross  of  course  was  not  required  to  provide 
services.  It  was  really  only  required  to  provide  financing  for  services, 
and  therefore  was  in  a  more  favorable  position  than  the  HMO's.  But, 
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nevertheless,  Blue  Cross  and  Blue  Shield  found  that  with  community 
rating  that  they  used  to  have,  the  younger  groups  were  shifting  to 
commercial  insurers  and  leaving  high  risk  groups  to  the  Blues.  To 
preserve  their  competitive  position,  Blue  Cross  and  Blue  Shield  have 
had  to  abandon  community-rating.  Now  HMO's  are  called  upon  to 
community-rate  in  a  sea  of  experience- rated  contracts  underwritten 
by  both  Blue  Cross-Blue  Shield  and  commercial  insurance. 

Nevertheless  we  want  to  maintain  community  rating  so  long  as  it 
is  not  combined  with  open  enrollment. 

The  experience  has  shown  that  where  HMO's  have  been  in  compe- 
tition with  the  Blues  and  insurance  companies,  it  was  the  insurance 
companies  and  Blues  which  enrolled  the  healthier  patients  and  the 
HMO's  are  already — because  they  take  in  groups — enrolling  patients 
with  a  larger  amount  of  chronic  illness  and  preexisting  conditions  of 
all  kinds. 

In  my  testimony  I  referred  to  a  number  of  studies  which  have  borne 
this  out. 

Senator  Kennedy.  Let  me  ask  you  on  this :  We  included  the  waiver 
in  the  legislation  to  deal  with  that  very  point..  We  have  been  listening 
to  testimony  making  the  point  that  you  raised  here.  Now  how  would 
you  feel  about  putting  some  kind  of  a  maximum  liability,  for  example, 
on  the  HMO's?  Some  kind  of  limitation  on  the  numbers  that  they 
would  have  to  take  in,  not  excluding  them  completely,  but  permitting 
at  least  some  kind  of  limitation  so  that  they  could  deal  with  it,  but 
not  necessarily  eliminating  the  responsibility  to  at  least  deal  with  this 
to  some  extent  ? 

Mr.  Seidman.  In  other  words  certain  percentage  of  their  total  mem- 
bership  

Senator  Kennedy.  Yes. 

Mr.  Seidman.  Go  beyond  individual  members  on  open  enrollment 
basis  and  then  they  would  close  their  books  ? 
Senator  Kennedy.  Right. 

Mr.  Seidman.  Let  me  just  say,  Mr.  Chairman,  it  is  difficult  for  me 
to  give  an  off-the-cuff  answer  to  that.  I  would  think  that  it  would  de- 
pend on  what  percentage  we  are  talking  about,  and  I  have  to  consult 
with  Group  Health  Plans  to  know  and  it  seems  to  me  that  one  possibil- 
ity which  the  subcommittee  might  wish  to  consider  is  requiring — if 
the  waiver  possibility  would  still  be  included,  and  I  assume  it 
would  be — is  requiring  the  Secretary  to  give  a  determination  within 
a  certain  specified  period.  I  think  this  would  be  extremely  important 
under  the  circumstances. 

Senator  Kennedy.  It  seems  to  me  we  could  do  that.  We  set  up  under 
the  Freedom  of  Information  Act  a  required  time  in  which  they  have 
to  respond, 

Mr.  Seidm.^  In  practice,  Mx>  Clm.  .  :±U£.s  it  waald  s?$m  fc  im  fcsi 
the  Secretary  would  have  to  give  the  waiver  in  a  very  short  period 
prior  to  the  open  enrollment.  I  do  not  know  whether  that  could  be 
done  on  a  practical  basis  or  not. 

Senator  Kennedy.  Well,  could  we  explore  together  the  question 
about  whether  there  is  some  opportunity  to  reach  that  kind  of  maxi- 
mum liability  requirement  to  see  whether  wo  canaofc  still  accept  ia 
concept  the  principle  of  the  open  enrollment. 
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Mr.  Seidman.  We  would  certainly  be  willing  to  explore  it.  We  do 
not  have  any  preconceived  conclusions  on  it,  however. 

Mr.  Shoemaker.  Could  I  add  a  couple  comments  ? 

I  appreciate  the  concerns  about  open  enrollment  and  wish  we  had 
financing  for  everybody  so  we  would  not  have  to  worry  about  it.  But 
we  do  not  have  it.  I  think  there  are  other  dangers  as  well,  Mr.  Chair- 
man, that  we  have  to  be  aware  of.  If  I  am  an  individual,  why  should 
I  take  out  any  health  insurance  at  all  if  I  know  that  I  am  going  to 
need  some  surgery,  I  will  wait  a  little  while — most  surgery  is 
elective — wait  a  little  while  until  there  is  an  open  enrollment  period, 
join  the  HMO,  have  the  surgery  and  then  quit. 

Senator  Kennedy.  Let  me  point  out  we  are  also  providing  some 
Federal  money  in  this  as  well.  If  we  are  talking  about  sick  people  and 
talking  about  using  taxpayer's  money,  and  we  are  also  talking  about 
human  beings,  who  have  some  decent  kinds  of  interest  in  this — at  least 
I  am  not  just  prepared  to  provide  this  organization  an  appropriation 
for  this  kind  of  shuffling  around  within  the  system,  I  think  we  have 
got  to  try  and  make  some  meaningful  progress  in  some  important 
areas.  I  think  that  what  Mr.  Seidman  has  indicated  is  a  willingness 
to  try  to  see  if  we  cannot  meet  from  a  practical  point  of  view  some 
limitations  on  this,  so  we  are  not  going  to  completely  frustrate  a  whole 
system.  You  are  coming  in  here  and  asking  for  changes  in  a  system 
that  has  not  even  been  tried  yet.  We  are  running  out  on  the  concept 
that  has  not  even  been  tried  yet.  And  ready  to  throw  in  the  sponge 
on  it.  Let  us  try,  if  we  are  talking  about  the  outlaying  of  funds  m 
Federal  taxpayer's  moneys  and  others,  to  deal  effectively.  There  are 
a  lot  of  sick  people  being  squeezed  out.  Let's  try  and  see  if  we  cannot 
provide  some  help  and  assistance  for  them  rather  than  just  throwing 
up  our  hands. 

Mr.  Seidman.  Mr.  Chairman,  we  are  not  throwing  up  our  hands. 
We  recognize  that  this  is  a  new  program.  If  we  thought  that  the  pro- 
gram was  going  to  be  able  to  get  under  way  as  we  are  sure  that  you 
would  like,  and  we  know  we  would  like,  we  would  not  be  making 
these  recommendations.  We  think  that  in  the  other  avenue,  working 
with  you,  to  get  a  comprehensive  National  Health  Insurance  program, 
the  Health  Security  Act,  will  open  up  these  doors,  that  we  insist 
should  be  opened  up.  We  think  that  we  are  moving  in  this  direction. 
But  we  do  not  think  that  without  this  kind  of  situation  where  we  do 
have  this  kind  of  universal  financing  that  the  HMO's  should  be  asked 
to  bear  a  burden  which  they  simply  are  unable  to  do. 

They  simply  will  not  be  able  to  get  members  from  groups  or  any- 
body else.  They  will  be  performing  much  less  of  a  service  than  they 
could  do  otherwise.  That  is  why  we  are  asking  for  these  changes.  The 
fact  of  the  matter  is  that  whatever  may  be  desirable,  there  is  no  sub- 
sidization  for  these  groups  in  terms  of  their  day-to-day,  month-to- 
month  operating  expenses.  This  has  to  be  met  entirely  from  the  pre- 
miums that  they  can  obtain  from  their  members'  groups  or 
individuals. 

If  they  find  themselves  as  they  may  do  with  very,  very  heavy  ex- 
penses because  they  are  enrolling  a  large  number  of  people  with  very, 
very  heavy  medical  expenses,  some  of  these  groups  simply  will  not 
get  off  the  ground,  and  others  that  have  already  gotten  off  the  ground 
may  go  under.  Now  we  certainly  would  like  to  consider  the  idea  that 
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you  are  suggesting.  As  I  see  it,  it  is  difficult  for  us  to  give  off-the-cuff 
answers,  but  we  are  certainly  prepared  to  explore  that  idea  or  any 
other  ideas  which  will  maintain  the  principles  of  prepaid  group  prac- 
tice, try  to  assure  that  the  prepaid  group  practice  programs  and 
HMO's  will  provide  maximum  amount  of  service  for  the  people  of  this 
country,  while  at  the  same  time  not  saddling  them  with  a  burden  that 
they  simply  are  unable  to  bear. 

Senator  Kennedy.  Let  us  see  what  we  can  do.  Obviously  we  are 
interested  in  limiting  the  burden  on  it.  But  there  may  be  some  ways 
of  limiting  the  burden  without  completely  eliminating  that  whole 
provision.  I  think  if  we  had  been  able  to  provide  the  kind  of  direct 
grants  to  these  HMO's  and  support  for  those  that  are  accepting  with 
open  enrollment,  offset  some  of  the  additional  kinds  of  financial  bur- 
dens, we  would  probably  not  be  back  here  today.  Hopefully  we  would 
not  have  been.  But  we  have  been  unable  to  get  that  in  terms  of 
legislation. 

So  we  are  faced  with  this.  We  would  like  to  try  and  work  with  you 
to  see  if  we  cannot  work  something  out  in  those  special  areas  where  it 
is  demanded.  Let's  see  if  we  cannot  reduce  the  burden  on  an  HMO. 

Mr.  Seidman.  We  do  have  some  of  a  very  brief  specific 
recommendations. 

Administrative  costs  do  not  justify  requiring  employers  to  offer 
the  HMO  option  unless  25  employees  or  more  reside  in  an  HMO  area. 
We  support  the  provision  in  both  H.R.  9019  and  S.  1926  to  accomplish 
this  purpose. 

We  would  hope  that  the  Senate  will  make  some  improvements  which 
are  in  neither  bill.  The  recent  Civil  Service  release  clearly  indicates 
the  potential  of  HMO's  to  restrain  the  increase  in  medical  care  costs. 
We  hope  this  subcommittee  will  consider  making  the  HMO  Act  a 
permanent  rather  than  a  demonstration  program. 

We  would  also  suggest  that  the  authorizations  provided  in  H.R. 
9019  are  too  low  and  hope  the  Senate  will  increase  them,  especially  for 
fiscal  years  1977  and  1978. 

In  conclusion,  Mr.  Chairman,  we  urge  early  action  on  this  legisla- 
tion in  order  that  more  Americans  will  be  given  the  opportunity 
of  receiving  their  medical  care  from  genuine  HMO's  which  offer  the 
most  effective  and  efficient  delivery  system  that  now  exists  in  the 
United  States.  We  are  convinced  that  HMO's  will  enjoy  a  health 
growth  if  they  are  given  the  opportunity  to  compete  on  even  terms 
with  fee-for-service.  All  that  is  necessary  is  a  fair  market  test.  We 
believe  early  enactment  of  legislation  containing  the  main  features  of 
S.  1926  and  H.R.  9019  with  the  changes  we  have  suggested  will  provide 
for  that  fair  market  test. 

Thank  you,  Mr.  Chairman. 

Senator  Kennedy.  Thank  you  very  much.  We  appreciate  your 
presence  here.  Thank  you  for  your  testimony  and  we  will  include  it 
all,  obviously,  in  the  record  as  read. 

Mr.  Seidman.  Thank  you. 

[The  prepared  statement  of  Mr.  Seidman  follows :] 
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STATEMENT  OF  BERT  SEIDMAN,  DIRECTOR,  DEPARTMENT  OF  SOCIAL  SECURITY 
AMERICAN  FEDERATION  OF  LABOR  AND  CONGRESS  OF  INDUSTRIAL  ORGANIZATIONS 
BEFORE  THE  SUBCOMMITTEE  ON  HEALTH, 
SENATE  LABOR  AND  PUBLIC  WELFARE  COMMITTEE 
ON  THE  HEALTH  MAINTENANCE  ORGANIZATION  AMENDMENTS  OF  1975 

January  19,  1976 

Mr.  Chairman,  on  behalf  of  the  AFL-CIO  I  wish  to  thank  you  for  the 
opportunity  to  present  our  views  with  respect  to  H.  R.  9019,  the  House  passed 
bill,  and  S.  1926,  introduced  with  bipartisan  support  by  Senators  Schweiker, 
Javits  and  Mondale.     We  wish  to  commend  you  and  the  members  of  your  subcommittee 
for  considering  the  Health  Maintenance  Organization  Amendments  of  1975  so  promptly 
after  the  House  has  acted. 

S.  1926  is  designed  to  amend  the  Health  Maintenance  Organization  Act  of 
1973  to  make  it  more  workable  and  more  practical.     In  fact,  we  would  go  so  far  as 
to  say  that  unless  Congress  passes  S„  1926,  with  the  addition  of  two  improvements 
which  we  are  going  to  suggest,  the  great  potential  and  opportunity  that  the  HMO 
Act  holds  for  improving  the  deMvery  of  quality  health  services  and  of  containing 
the  escalation  in  medical  care  costs  will  not  be  achieved. 

S.  1926  includes  a  substantial  number  of  amendments  to  the  HMO  Act,  some 
of  which  are  technical  in  nature.     Witnesses  from  the  "Consensus  Group"  have 
testified  in  detail  with  respect  to  the  need  for  these  amendments  which,  with  one 
exception,  we  generally  support,  in  their  present  form.    Therefore,  in  the  interest 
of  conserving  time  and  avoiding  needless  repetition,  we  will  restrict  our  comments 
mainly  to  what  we  regard  as  the  most  important  issues.    These  are:     (1)  the  need 
for  an  additional  amendment  to  clarify  the  intent  of  the  so-called  "dual  choice" 
provision  of  the  Act;  (2)  a  modification  in  section  7  of  S.  1926,  which  would 
amend  section  1302(4) (c) (i)  of  the  Act  requiring  the  members  of  a  medical  group 
of  an  HMO  to  have  as  their  principal  professional  activity  the  provision  of  health 
care  for  the  prepaid  enrolled  members  of  the  HMO;  (3)  reducing  the  mandated  basic 
package  of  benefits  under  the  present  law;  and  (4)  elimination  of  the  open  enroll- 
ment provisions  of  the  present  Act. 
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Dual  Choice 

First,  we    wish  to  deal  with  section  1310  of  the  HMO  Act,  the  so-called 
"dual  choice"  requirements  of  the  law. 

Let  me  say  at  the  outset  that  amendment  of  this  provision  should  not  have 
been  necessary.     We  do  not  believe  that  Congress  had  any  intent  when  the  HMO  Act 
was  enacted  of  utilizing  this  legislation  to  curtail,  weaken  or  bypass  the  long 
recognized  right  of  unions  to  bargain  collectively  on  behalf  of  their  members  with 
respect  to  health  and  welfare  benefits. 

The  problem  that  arose  was  not  with  the  law  itself  but  with  the  inter- 
pretation of  the  law  that  was  rendered  by  the  Department  of  Health,  Education  and 
Welfare  in  its  proposed  regulations  dealing  with  section  1310  as  set  forth  in 
the  Federal  Register  of  February  12,  1975. 

Those  draft  regulations  would  have  interpreted  the  HMO  law  to  require  the 
employer  to  offer  a  qualified  HMO  to  the  union  as  the  bargaining  representative 
for  its  membership  even  if  the  union,  as  the  duly  constituted  representative  of 
its  members,  decided  that  the  particular  HMO  offered  would  not  be  in  the  interests 
of  its  members.     In  such  case  the  employer  would  nevertheless  have  had  to  go  over 
the  head  of  the  duly  elected  representatives  of  the  union  and  offer  the  HMO 
option  to  his  employees  as  individuals.    The  paradox  of  such  a  policy  is  that  all 
experience  with  dual  choice  clearly  indicates  that  the  active  support  of  the  union 
leadership  in  promotional  and  educational  activities  of  an  HMO  is  essential  to  a 
successful  enrollment  campaign.    Without  the  active  support  of  the  union  the  HMO 
simply  will  not  fly. 

Last  year  marked  the  40th  anniversary  of  the  National  Labor  Relations  Act. 

As  President  Meany  stated  on  that  occasion: 

"These  40  years  since  President  Roosevelt  signed  the  National 
Labor  Relations  Act  have  seen  greater  progress  toward  the  common 
welfare  of  all  Americans  and  the  growth  of  the  nation's  economy 
than  any  other  period.    The  success  of  the  institution  of  collective 
bargaining  in  establishing  equity  and  peacefully  resolving  dis- 
agreements between  employers  and  employees  has  made  it  the  keystone 
of  industrial  democracy." 

The  proposed  regulations  would  have  bypassed  the  National  Labor  Relations 

Act  and  the  Railway  Labor  Act.    For  this  reason  we  requested  an  amendment  to 

section  1310  of  the  HMO  Act  when  we  testified  before  the  Subcommittee  on  Health  of 

the  House  Interstate  and  Foreign  Commerce  Committee.    As  a  result,  the  House  did 
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incorporate  an  amendment  on  dual  choice  in  H.  R.  9019  which  protects  the  right 
of  unions  to  bargain  on  behalf  of  their  members* 

Since  our  testimony  before  the  House  subcommittee  last  July,  the 
Administration  has  modified  its  position  and  the  final  regulations  issued  last 
month  are  quite  satisfactory  in  this  regard.    However,  because  of  the  potential 
harm  that  coirid  result  if,  at  some  future  date,  the  regulations  were  changed,  we 
urge  that  the  amendment  to  Section  1310  now  contained  in  H.  R.  9019  be  incorporated 
in  any  bill  reported  out  of  the  Labor  and  Public  Welfare  Committee.    It  is 
essential  that  the  issue  be  cleared  up  in  the  law  and  not  just  in  the  regulations. 

When  Dr.  Cooper,  Assistant  Secretary  for  Health  for  HEW,  testified  before 
your  subcommittee  he  recommended  that  Section  1310  should  define  "employer"  by 
reference  to  the  National  Labor  Relations  Act  and  the  Labor  Management  Relations 
Act  rather  than  the  Fair  Labor  Standards  Act  as  in  present  law. 

The  AFL-CIO  is  opposed  to  this  proposal.    The  definition  of  "employer" 
in  the  NLRA  is  too  restrictive.    For  example,  farm  workers,  government  employees 
and  other  employees  in  industries  that  the  National  Labor  Relations  Board 
elected  not  to  cover  would  be  denied  the  benefits  of  Section  1310. 
Requirements  for  HMO  Medical  Group  (Section  7) 

This  section  of  S.  1926  eliminates  the  provision  of  the  present  HMO  Act 
that  would  require  a  medical  group  to  devote  its  professional  time  principally  on 
behalf  of  the  enrollees  of  the  HMO.    HEW  has  interpreted  this  requirement  to  mean 
that  at  least  51  percent  of  the  time  of  the  doctors  in  the  group  must  be  devoted 
to  the  HMO  members.    Certainly  this  is  the  minimum  requirement  that  could  have 
been  set  in  accordance  with  the  law.    We  see  no  reason  for  it  to  be  eliminated. 
It  is  on  this  point  that  we  differ  from  the  Concensus  Group  which  testified  before 
your  subcommittee  on  December  12,  1975. 

The  issue  here  is  whether  or  not  the  medical  group  is  committed  to  move  in  the 
direction  of  prepayment  and  capitation  as  the  principal  means  of  reimbursement. 
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Without  a  majority  of  prepaid  patients,  all  the  advantages  of  budgeting  and 
planning  to  meet  the  medical  needs  of  an  enrolled  population  virtually  disappear. 
Where  most  patients  go  to  a  medical  group  for  their  care  on  a  haphazard  basis 
and  pay  for  each  service  separately,  the  need  for  hospital  beds  as  well  as  the 
number  and  kinds  of  physicians  and  other  medical  personnel  needed  cannot  be 
determined  with  any  accuracy.    The  ability  to  plan  effectively  and  economically 
must  rest  on  solid  assumptions  as  to  the  medical  care  needs  of  a  known  population. 

There  are  other  dangers  as  well.    If  capitation  is  to  be  just  another  method 
of  reimbursement  for  the  medical  group,  income  to  the  medical  group  may  be 
maximized  by  retaining  the  more  affluent  patients  under  fee-for-service  reimburse- 
ment while  accepting  the  less  affluent  on  a  guaranteed  income,  i.e.,  under 
capitation.    The  fee-for-service  patients  become  the  preferred  patients  because 
they  bring  in  additional  income  and  the  capitation  patients  do  not  receive  equivalent 
consideration.    This  is  not  just  theory.    This  has  happened  with  one  major  prepaid 
group  practice  plan  which  has  had  to  require  its  doctors,  who  had  derived  a  large 
part  of  their  income  from  fee-for-service,  to  devote  their  time  mainly  to  the  HMO 
members  with  payment  by  capitation. 

With  less  than  a  full  commitment  to  prepayment,  an  HMO  may  contract  with  a 
state  for  Medicaid  eligibles  and  retain  its  wealthier  patients  on  a  fee-for-service 
basis.    This  would  mean  a  two-class  delivery  system.    We  are  strongly  opposed  to 
giving  medical  groups  an  economic  incentive  to  maintain  the  two-class  system. 
Therefore,  we  favor  retaining  the  standard  in  the  present  law  that  a  medical  group 
serving  an  HMO  should  devote  most  of  its  time  to  providing  health  services  for  its 
enrolled  members.    However,  in  order  to  facilitate  the  conversion  of  fee-for-service 
multi-specialty  groups  to  prepayment,  we  would  favor  phasing  in  this  requirement 
over  a  period  of  five  years  just  as  the  community-rating  requirement  in  the  present 
law  would  be  phased  in  over  five  years  by  section  6  of  S.  1926. 

We  recognize  that  in  some  few  instances,  a  medical  group  may  never,  at  least 
until  such  time  as  there  is  a  comprehensive  national  health  insurance  program,  be 
able  to  meet  this  standard.    For  example,  a  multi-specialty  group  practice  may  be 
located  in  a  rural  area  with  few  employee-employer  health  benefit  plans.     In  such 
case,  it  would  be  difficult  for  the  medical  group  to  provide  most  of  its  medical 
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services  to  its  prepaid  enrolled  members.    Another  example  would  be  where  one  of 
the  prestigious  multi-specialty  groups,  such  as  the  Mayo  or  Geisinger  clinics, 
had  such  a  large  volumn  of  referral  patients  that  it  could  not  meet  the  standard 
without  giving  up  its  referral  patients  —  obviously  an  unreasonable  requirement. 

The  answer  to  this  problem  is,  in  our  opinion,  not  to  weaken  the  standard, 
but  to  grant  the  Secretary  of  HEW  authority  to  make  exceptions  for  good  and 
sufficient  cause. 

We  hope,  therefore,  that  the  subcommittee  will  retain  this  provision  of 
the  HMO  Act  but  phase  it  in  over  a  five  year  period  and  provide  for  exemptions  by 
the  Secretary  upon  a  showing  that  the  goal  cannot  reasonably  be  attained.  This 
compromise  was  accepted  by  the  House  and  has  been  incorporated  in  H.  R„  9019.  We 
urge  this  change  in  S„  1926. 
HMO  Benefits 

In  order  to  qualify  for  grants  and  guaranteed  loans  under  the  HMO  Act  as 
well  as  for  the  advantages  of  being  able  to  market  the  HMO  option  under  the  dual 
choice  provisions  of  the  law,  an  HMO  must  provide  its  enrolled  members  a  package  of 
basic  benefits.    Under  the  present  law,  these  basic  benefits  must  include  unlimited 
physician  services,  unlimited  outpatient  and  inpatient  hospital  services,  emergency 
medical  services,  short-term  mental  health  services,  well-baby  care,  family  planning 
services,  medical  treatment  for  abuse  or  addiction  to  alcohol  and  drugs,  home 
health  services  and  diagnostic  and  preventive  health  services  including  preventive 
dental  care  and  eye  examinations  for  children.     In  addition,  an  HMO  must  provide 
medical  social  services,  education  services,  education  in  the  appropriate  use  of 
health  services  and  education  in  the  contribution  each  member  can  make  to  the 
maintenance  of  his  own  health. 

There  is  not  a  single  Blue  Cross-Blue  Shield  plan  or  commercial  insurance 
indemnity  plan  in  the  country  that  is  providing  anywhere  near  such  a  comprehensive 
range  of  services  and  there  has  been  no  proposal  that  they  be  required  to  do  so. 

As  we  stated  in  our  testimony  before  this  subcommittee  on  May  15,  1972 

when  the  original  HMO  bills  were  under  consideration: 

"Prepaid  group  practice  plans  must  provide  comprehensive  benefits 
in  order  to  utilize  the  most  appropriate  method  of  treatment  to 
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meet  the  medical  needs  of  the  patient  in  the  most  economical 

setting.    At  the  minimum,  therefore,  comprehensive  benefits 

must  include,  directly  or  by  contract,  outpatient  and  inpatient 

physician  services  including  surgery  and  other  specialized 

doctor  care,  inpatient  and  outpatient  hospital  services,  diagnostic 

and  other  preventive  care,  routine  rehabilitation  and  emergency 

health  services.    The  premium  for  these  benefits  obviously  must  be 

higher  than  the  premium  for  a  limited  insurance  policy  covering 

only  hospitalization  and  surgery  even  though  the  HMO  is  more  efficient, 

HMOs  have  to  compete  with  the  f ee-for-service  sector  on  the  basis 

of  what  the  consumer  is  willing  to  pay.    As  a  practical  matter, 

this  means  providing  the  broader  range  of  services  at  the  same  price 

as  the  typical  and  limited  medical-surgical-hospitalization  package 

offered  by  Blue  Cross-Blue  Shield  or  commercial  insurance." 

Prepaid  group  practice  plans  can  be  highly  competitive  if  they  are  not 
required  to  provide  a  scope  of  benefits  far  in  excess  of  what  is  required  of  Blue 
Cross-Blue  Shield  or  indemnity  insurance.    After  the  Civil  Service  Commission 
announced  the  premium  rates  for  1976  for  all  plans  participating  in  the  Federal 
Employees  Health  Benefits  Act,  the  new  family  rates  show  that  the  Blue  Cross- 
Blue  Shield  high  option  premium  rate  is  more  expensive  than  36  of  the  41  HMO-type 
plans  that  participate  in  the  Federal  program.    Moreover,  the  average  rate  of 
increase  over  the  1975  premiums  averaged  35  percent  for  the  Blue  Cross-Blue  Shield 
high  option  family  plan,  34  percent  for  the  high  option  family  indemnity  plan 
(Aetna)  but  only  an  average  increase  of  19.3  percent  for  the  high  option  family 
plan  for  32  HMOs.     All  the  HMOs  provide  preventive  care.    Blue  Cross-Blue  Shield 
and  Aetna  do  not. 

Had  the  HMOs  participating  in  the  FEB  program  been  required  to  offer  all  of 
the  benefits  required  by  the  HMO  Act,  their  rates  would  have  had  to  be  higher  than 
Blue  Cross-Blue  Shield. 

Because  the  prepaid  group  practice  form  of  HMO  is  more  efficient  than 
traditional  insurance  there  is  a  real  danger  that  they  will  be  "loved  to  death." 
Every  provider  group  wants  to  be  included  in  the  mandated  benefit  package.  Every 
provider  group  claims  that  to  include  its  services  will  not  cost  much.    But  every 
additional  required  service  is  like  another  straw  on  the  camel's  back,. 

It  costs  very  little  more  to  provide  unlimited  hospitalization  as 
compared  to  365  days  of  coverage. 

It  costs  very  little  to  have  no  extra  charges  for  physician  services* 

Short-terra  mental  health  services  do  not  cost  much. 
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Home  health  services  are  inexpensives 
Family  planning  services  are  a  minor  item. 
Well-baby  care  can  be  provided  by  pediatric  nurses. 

Treatment  for  addiction  to  drugs  and  alcohol  can  be  provided  at  minimal  cost. 

Preventive  dental  care  for  children  does  not  cost  much  money. 

Each  of  these  services,  taken  alone,  won't  financially  break  a  prepaid 
group  practicee    But  taken  together,  all  of  these  little  straws  now  amount  to  a 
haystack  on  the  HMOs'  back. 

In  a  recent  study  "Comparison  of  Costs  of  HMOs  under  the  HMO  Act  of  1973, 
Other  Prepaid  Health  Plans,  and  Group  Health  Insurance  in  Selected  Metropolitan 
Areas"  conducted  by  the  General  Research  Corporation  and  prepared  for  the  Office 
of  Planning,  Evaluation  and  Legislation,  Health  Services  Administration,  estimated 
the  total  cost  for  the  mandated  benefit  package  under  present  law  for  prepaid 
group  practice  plans  as  $24.88  for  a  single  person,  $51.38  for  a  family  of  two  and 
$86.44  for  a  family  of  three  or  more. 

This  cost  exceeded  the  highest  premiums  for  traditional  group  health 
insurance  in  all  of  the  nine  cities  surveyed.     Since  the  HMO  Act  allows  copayments 
up  to  20  percent  of  costs,  actual  premium  rates  charged  by  the  PPGPs  were  lower 
than  the  total  cost  figures  cited  above.     Nevertheless,  the  premium  rates  for  the 
prepaid  group  practice  plans  exceeded  the  top  premium  rate  for  traditional  insurance 
in  four  of  the  survey  cities  and  were  among  the  highest  in  the  other  cities.  And 
in  all  cities,  the  PPGP  premium  was  substantially  higher,  sometimes  twice  as  high 
as  the  lowest  premium  for  traditional  group  insurance. 

The  HMO  Act  requires  20  percent  of  the  sums  appropriated  for  HMOs  be  set 
aside  for  rural  HMOs.    The  Marshfield  Clinic  in  Wisconsin  serves  a  rural  population. 
When  this  medical  group  offered  to  enroll  the  population  it  previously  served 
on  a  fee-for-service  basis,  only  40  percent  could  afford  to  sign  up.    The  Marshfield 
Clinic  is  the  only  source  of  medical  care  for  this  rural  population.    The  result 
was  that  60  percent  of  the  population  had  to  continue  to  receive  episodic  care 
on  a  f ee-ior-service  basis  or  no  care  at  all  because  that  was  all  they  could  afford. 
No  wonder  there  have  been  few  applications  to  develop  rural  HMOs. 
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The  benefit  package  is  not  the  only  problem.  The  comprehensive  benefits 
mandated  for  a  qualified  HMO  limit  the  opportunity  for  an  HMO  to  tailor  benefit 
packages  to  meet  the  specific  needs  of  different  groups  within  the  framework  of 
what  such  groups  can  afford.  Traditional  health  insurance  plans  have  developed 
their  benefit  packages  to  meet  the  needs  and  pocketbooks  of  their  subscribers. 
To  deny  HMOs  the  same  flexibility  places  them  at  a  serious  competitive  disadvantage. 

The  cost  of  a  drug  and  alcohol  abuse  program  cannot  be  precisely  determined 
at  this  time.    There  is  too  little  experience  with  the  benefit.     However,  it  is 
a  certainty  that  if  a  developing  HMO  cannot  finance  a  half-way  house  or  utilize  an 
existing  one  for  detoxification,  it  will  have  to  send  patients  to  an  expensive 
hospital  for  that  purpose  and  the  cost  of  an  alcohol  and  drug  abuse  program  could 
then  be  substantial. 

With  respect  to  preventive  dental  care  for  children,  this  service  is  not 
a  negligible  item.     Group  Health  Association,  Inc.  here  in  Washington,  D.  C. 
estimates  the  annual  cost  at  $35.90  per  child  or  $16.12  per  subscriber  contract. 
However,  a  dental  program  limited  to  preventive  care  does  not  make  very  much  sense. 
You  have  to  have  about  the  same  amount  of  floor  space  and  the  same  capital 
expenditures  for  dental  chairs  and  other  equipment  as  you  would  have  to  have  for  a 
full  program.    Moreover,  any  self-respecting  dentist  is  not  going  to  have  much 
enthusiasm  about  having  his  talents  wasted  on  examinations,  oral  prophylaxis, 
topical  fluoride  application  and  surface  sealant  services.     He  prefers  to  follow 
up  on  the  preventive  care,  when  required,  with  necessary  treatments  and  restorations. 
Recruitment  of  qualified  dentists  would  be  most  difficult  in  such  circumstances. 

The  most  important  consideration  is,  however,  that  a  developing  HMO 
cannot  afford  to  provide  these  services.     An  established  HMO  with  more  than  100,000 
subscribers  will  have  a  sufficient  number  of  members  needing  the  service  to  justify 
hiring  staff.    However,  the  developing  HMO  with  5000  members  or  less  would  have 
such  a  small  demand  for  certain  types  of  care  that  the  capital  expenditure  and  the 
payroll  required  to  provide  the  little  used  service  would  be  very  burdensome  to 
such  an  emerging  HMO. 
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The  scope  of  basic  benefits  mandated  for  qualification  under  present  law 
would  be  feasible  under  a  comprehensive  national  health  insurance  program  such 
as  the  Health  Security  bill  (S.  3)  which  you  have  introduced,  Mr.  Chairman.  In 
that  event,  all  U.  S.  residents  would  have  comprehensive  benefits.     In  such  a 
climate  HMOs  would  prosper  and  grow.    However,  Congress  has  not  yet  enacted  Health 
Security. 

An  alternative  approach  would  be  to  provide  a  premium  subsidy  for  low  and 
middle  income  groups.     We  include  middle  income  groups  since  the  cost  of  the  basic 
HMO  benefit  package  under  present  law  is  about  $85  a  month  for  a  family,  a 
substantial  premium.     We  do  not  anticipate  that  Congress  would  be  willing  to 
provide  a  premium  subsidy  at  this  time  and  even  if  it  were,  such  a  subsidy  would 
certainly  invite  a  veto  by  the  President. 

It,  therefore,  appears  that  the  only  feasible  alternative  at  this  time 
is  to  provide  a  mandated  benefit  package  which  will  not  be  so  expensive  that 
HMOs,  and  particularly  those  getting  under  way,  will  not  be  able  to  compete  with 
private  insurance. 

The  prestigious  Institute  of  Medicine  of  the  National  Academy  of  Sciences 

in  its  report,  "A  Policy  Statement,  HMOs:    Toward  a  Fair  Market  Test"  stated: 

"Although  most  HMOs  are  designed  to  provide  a  wide  range  of 
health  services,  there  are  reasons  why  the  range  should  not  be 
too  closely  dictated  by  legal  and  administrative  requirements. 
For  example,  in  the  beginning  stages  of  development,  an  HMO 
could  find  it  difficult  to  provide  all  of  the  services  that  it 
may  ultimately  wish  to  offer.     Small  HMOs  will  find  it  difficult 
to  offer  certain  kinds  of  benefits.    Moreover,  the  HMO's  ability 
to  attract  enrollees  may  actually  diminish  as  it  increases  the 
number  of  services  which  the  consumer  must  obtain  within  the  HMO 
rather  than  outside  it.     For  example,  if  the  enrollee  has  a  dentist 
whom  he  does  not  wish  to  give  up,  he  will  be  less  likely  to  join 
an  HMO  if  dental  services  are  included  in  the  benefit  package. 
As  long  as  health  insurance  is  voluntary,  the  HMO  must  be  able  to 
compete  in  the  health  care  market  where  the  attractiveness  of  a 
plan  will  be  considered  in  terms  of  the  potential  enrollee's 
financial  ability  and  willingness  to  pay. 

"The  committee  recommends  that  rigid  requirements  for  comprehensive- 
ness of  benefits  and  services  beyond  basic  outpatient  and  inpatient 
services  not  be  imposed  on  HMOs  in  order  that  they  can  have  the 
maximum  flexibility  in  adapting  themselves  to  the  available  resources 
and  the  needs  of  their  communities." 

It  was  the  conclusion  of  the  analysis  by  the  Institute  of  Medicine  that 


the  present  HMO  law  does  not  provide  a  fair  market  test. 
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For  these  reasons  the  AFL-CIO  strongly  supports  the  provisions  of  S.  1926 
which  would  transfer  home  health  services  as  well  as  alcohol,  drug  abuse  and 
children's  preventive  dental  care  from  the  list  of  basic  benefits  to  the  optional 
supplementary  list.    We  think  it  would  also  be  desirable,  in  order  to  improve  the 
competitive  position  of  HMOs,  to  transfer  mental  health  benefits  from  the  basic 
to  the  supplementary  package  as  well  since  many  of  our  health  benefit  plans  do 
not  cover  mental  health. 
Community-rating  and  open  enrollment 

The  AFL-CIO  is  strongly  in  favor  of  community- rating.    We  also  favor  the 
^principle  of  open  enrollment.    But  the  combination  of  the  two  requirements  in  the 
HMO  Act  is  very  unfortunate  and  places  HMOs  at  a  very  serious  disadvantage. 

Blue  Cross  and  Blue  Shield  originally  adopted  the  principle  of  community- 
rating  when  there  was  little  competition  in  the  health  insurance  market.  However, 
when  the  commercial  insurance  companies  entered  the  market,  they  followed  their 
traditional  business  practice  of  experience-rating  their  contracts.    The  result 
was  predictable.    The  private  insurers  were  able  to  quote  a  lower  rate  to  relatively 
young  employee  groups  than  the  Blue  Cross-Blue  Shield  community  rate.  Younger 
groups  shifted  to  the  commercial  insurers  leaving  the  high-risk  groups  to  the 
"Blues."    To  preserve  their  competitive  position,  Blue  Cross  and  Blue  Shield  have 
had  to  abandon  community- rating.    Now  HMOs  are  called  upon  to  community- rate  in 
a  sea  of  experience-rated  contracts  underwritten  by  both  Blue  Cross-Blue  Shield 
and  commercial  insurance. 

The  prepaid  group  practice  plans  have  had  more  success  in  maintaining 
community- rating.    Because  their  costs  are  lower  as  compared  to  their  competitors 
for  a  comparable  package  of  benefits,  they  have  been  able  to  compete  with  other 
insurers.    In  order  to  do  this,  however,  the  existing  plans  have  had  to  limit 
open  enrollment  to  members  of  groups,  and  individuals  are  accepted  only  after  a 
screening.    Nevertheless,  prepaid  group  practice  plans  have  been  subject  to  adverse 
selection. 

In  a  study  made  by  the  University  of  California  at  Los  Angeles  School  of 
Public  Health  which  compared  the  characteristics  of  the  enrolled  population  of 
commercial  insurance  plans,  Blue  Cross-Blue  Shield    and    prepaid  group  practice 
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plans,  it  was  found  that  prepaid  group  practice  plans  had  a  higher  proportion 
than  the  other  two  of  enrollees  who  were  older,  had  more  chronic  conditions, 
had  lower  income  and  were  of  minority  groups.    The  findings  with  regard  to 
chronic  illness  were  particularly  illuminating.    Among  the  families  enrolled  in 
the  commercial  insurance  plans  62.4  percent  had  no  chronic  illnesses  reported 
in  the  year  prior  to  the  study;  53.4  percent  of  the  families  enrolled  in  Blue 
Cross-Blue  Shield  reported  no  chronic  illness;  but  only  39.4  percent  of  the 
families  enrolled  in  the  group  practice  plan  reported  no  chronic  illness,, 

Likewise  the  commercial  insurance  plans  had  only  24.6  percent  of  their 
enrollees  over  age  41,  Blue  Cross-Blue  Shield  had  38.8  percent  while  the 
prepaid  plans  included  35.9  percent  over  that  age.    The  study  came  to  the  follow- 
ing conclusion: 

"Analysis  of  the  membership  compositions  of  the  three 
types  of  health  insurance  plans  indicates  that  the 
commercial  plans  enroll  persons  with  the  lowest  risk 
of  sickness  (and  demand  for  medical  care)  whether  measured 
by  age  levels,  symptom-sensitivity  or  past  history  of 
chronic  illness  —  especially  the  latter.    The  next  level 
of  risk  is  found  among  persons  enrolled  in  the  provider 
plans  (Blue  Cross-Blue  Shield),  while  the  highest  level  of 
sickness  risk  characterizes  the  members  of  the  group 
practice  plans." 

Even  when  the  premium  rates  for  an  HMO  are  comparable  to  those  charged  by 
Blue  Cross-Blue  Shield,  the  fact  that  preventive  care  is  included  in  the  HMO 
benefit  package  and  that  there  is  less  in  the  way  of  out-of-pocket  expenditures 
by  the  subscribers  results  in  adverse  selection.    Large  families,  older  people 
and  those  afflicted  with  chronic  disease  find  the  HMO  more  appealing. 

Where  employees  have  to  make  a  contribution  toward  the  premium  cost  of 
an  HMO,  adverse  selection  becomes  even  more  of  a  problem.    The  MedCenter  Health 
Plan  in  Minneapolis-St.  Paul,  Minnesota  just  completed  a  study  among  its  enrollees 
and  found  that  health  plan  utilization  increased  in  direct  relation  to  the 
additional  amount  employees  are  required  to  pay  to  join  the  HMO  over  and  above  what 
they  have  to  pay  for  their  regular  health  insurance  plan.    The  MedCenter  Health 
Plan  concluded  that  for  MCHP  to  compete  successfully  in  the  marketplace  against 
competing  indemnity  insurance  carriers  and  other  HMOs  it  cannot  rely  on  its 
full  comprehensive  benefits  and  provider  reputation  alone  to  sell  its  services. 
It  must  be  able  to  offer  a  set  of  prepaid  benefits  structured  in  such  a  way  as 
to  allow  competitive  pricing. 
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If  HMOs  are  required  to  community-rate  and  at  the  same  time .maintain  a 
policy  of  open  enrollment,  few  are  going  to  survive.    The  prepaid  group  practice 
form  of  HMO  has  been  a  major  American  contribution  to  solving  the  problems 
associated  with  the  delivery  of  health  services.    What  a  paradox  it  would  be  if 
the  law  that  was  designed  to  help  them  grow  actually  caused  them  to  fail* 

Because  of  the  critical  importance  of  eliminating  the  open  enrollment 

requirement  in  the  present  law,  the  Group  Health  Association  of  America  wrote  to 

their  member  plans  requesting  information  with  respect  to  their  experience  with 

open  enrollment,,     It  must  be  recognized  that  relatively  few  prepaid  group 

practice  plans  have  conducted  wide  open  enrollment  campaigns  such  as  required  by  the 

HMO  Act.    Nevertheless,  the  GHAA  survey  is  indeed  frightening  to  those  who  believe 

in  prepaid  group  practice.    The  results  of  the  survey  were  commented  upon  by 

Thomas  0.  Pyle,  Executive  Vice-President  of  the  Harvard  Community  Health  Plan, 

before  your  subcommittee^on  December  12,  1975.    Because  of  the  importance  of  this 

survey,  we  wish  to  quote  from  his  statement: 

"The  Community  Health  Care  Center  Plan  in  New  Haven,  Connecticut  allowed 
elective  membership,  or  open  enrollment,  through  a  Consumers  Cooperative.  Despite 
a  six  month  waiting  period  for  membership,  the  ambulatory  utilization  rate  was 
145%  that  of  their  regular  members,  and  the  hospital  utilization  rate  was  almost 
5  times  as  high.     At  that  same  Plan,  conversions  from  group  membership  to  non-group 
membership,  that  is,  people  who  elected  to  continue  coverage  when  they  left  their 
job,  had  an  ambulatory  utilization  rate  1-%  times,  and  a  hospitalization  rate  of 
almost  three  times,  those  for  all  members  of  the  Plan. 

"Similar  data  is  found  in  other  situations.    The  Arizona  Health  Plan  in 
Phoenix,  Arizona,  among  group  conversions  had  a  fifty-six  percent  higher  visit 
rate.    North  Care,  in  Evanston,  Illinois,  conducted  an  open  enrollment  period 
immediately  after  beginning  operations.    The  per  capita  cost  of  those  enrollees  is 
37%  higher  than  the  average  in  the  Plan.    The  Marshfield  Medical  Foundation, 
Marshfield,  Wisconsin  openly  enrolled  individual  members,  and  found  a  per  capita  cost 
which  was  37-%%  higher  than  the  average  of  all  their  members.    Blue  Cross-Blue 
Shield  in  New  Jersey,  an  indemnity  type  plan,  conducted  an  open  enrollment  in  1973. 
There  was  a  12-month  waiting  period  before  pre-existing  conditions  were  covered. 
The  cost  in  the  first  year  was  35  to  40%  higher  than  the  average  of  all  members; 
after  12  months  it  went  up  to  60%  above  the  average. 

"In  1960,  the  Health  Insurance  Plan  of  New  York,  in  New  York  City,  conducted 
an  enrollment  which,  while  ruling  out  people  with  such  diseases  as  cancer  and 
tuberculosis,  was  essentially  an  open  enrollment.    The  enrollees  were  significantly 
older  than  the  average  HIP  membership;  they  had  a  70%  greater  physician  utilization 
rate  in  early  years.    More  recently,  this  has  come  down  to  a  40%  higher  physician 
utilization  rate  and  a  30%  higher  hospitalization  rate.     Screening  these  initial 
members  would  have  kept  about  40%  of  them  from  joining,  using  the  traditional 
criteria  applied  in  issuing  health  insurance.     It  should  be  noted  that  the  HIP 
utilization  figures  I  have  just  quoted  cover  a  span  of  12  years,  from  1960  to  1972. 
This  is  a  clear  indication  that  heavier  utilization  is  not  purely  a  start-up 
phenomenon,  as  some  would  argue. 
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"Under  an  HEW  Grant  to  provide  health  care  to  the  near  poor,  the  Harvard 
Community  Health  Plan  openly  enrolled  1,000  individuals.    Their  hospitalization 
was  double  that  of  the  rest  of  our  members,  and  the  ambulatory  utilization  rate 
was  25%  above.    One  woman  was  enrolled  by  her  family  while  she  was  in  the  hospital 
with  a  stroke. 

"Incidentally,  just  a  bit  more  on  the  reject  rate  —  the  Ross  Loos  Medical 
Group  in  Los  Angeles,  California,  in  a  recent  sample  of  60  applicants,  rejected 
15  and  accepted  5  with  waivers.    This  gives  you  some  idea  of  the  proportion  that 
would  want  to  come  in  under  an  open  enrollment. 

"The  Group  Health  Plan  of  St.  Paul,  Minnesota,  does  not  openly  enroll,  but 
it  does  offer  non-group  membership  to  group  conversions.    It  has  had  no  direct 
enrollment  on  a  non-group  basis  since  1973  because  of  the  higher  utilization  of 
this  group.    To  quote  their  General  Manager,  Maurice  J.  McKay,  with  respect  to 
non-group  conversions,  "In  1973  these  people  utilized  25%  more  services  per  person 
than  those  covered  under  our  group  contract,  and  in  1974  this  percentage  has 
increased  to  30%." 

It  would  be  naive  not  to  expect  insurance  agents  to  refer  individuals  who 
could  not  otherwise  obtain  health  insurance,  the  so-called  "uninsurables ,"  to 
HMOs  under  the  open  enrollment  provisions  of  the  present  law.    Indeed,  it  is  our 
understanding  that  this  is  exactly  what  took  place  in  Evanston,  Illinois,  where  the 
Northcare  Plan  has  just  really  gotten  underway. 

It  would  stretch  the  imagination  of  reasonable  men  not  to  expect  fee-for- 
service  physicians  to  refer  to  HMOs  older  patients  with  chronic  disease  and  who, 
from  a  treatment  standpoint, many  doctors  consider  uninteresting. 

About  five  percent  of  the  U.  S.  population  is  enrolled  in  HMOs.    This  small 
group  cannot  underwrite  the  medical-financial  disasters  of  100  percent  of  the 
population. 

It  is  significant  that  the  American  Medical  Association  opposed  elimination 
of  the  open  enrollment  provision  in  its  testimony  before  the  House.  Undoubtedly, 
they  will  also  oppose  it  today.    We  hope  this  subcommittee  will  forgive  us  the 
observation  that  we  are  highly  skeptical  that  the  AMA  has  suddenly  become  socially 
conscious.    Their  motive  is  the  desire  to  preserve  f ee-f or-service  reimbursement 
and  to  see  HMOs  fail.    We  believe  this  subcommittee  will  see  through  their  plan. 

We  would  point  out,  as  well,  that  the  social  consciousness  of  the  AMA 
only  applies  to  HMOs  and  not  to  themselves.    The  AMA  has  always  defended  the  right 
of  physicians  to  refuse  patients. 
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We  strongly  favor  retaining  the  principle  of  community-rating.    But  to  do 
this,  the  provision  of  the  HMO  Act  requiring  open  enrollment  must  be  deleted. 
Both  H.R.  9019  and  S.  1926  do  eliminate  the  open  enrollment  provisions  of  the 
present  law  and  we  strongly  urge  this  provision  be  retained  in  the  bill  your 
committee    will  report  unless  your  subcommittee  is  prepared  to  require  community 
rating  and  open  enrollment  of  all  health  insurance  organizations. 
Miscellaneous 

Administrative  costs  do  not  justify  requiring  employers  to  offer  the  HMO 
option  unless  25  employees  or  more  reside  in  an  HMO  area.    We  support  the 
provision  in  both  H.R.  9019  and  S.  1926  to  accomplish  this  purpose. 

We  would  hope  that  the  Senate  will  make  some  improvements  which  are  in 
neither  bill.    The  recent  Civil  Service  release  clearly  indicates  the  potential 
of  HMOs  to  restrain  the  increase  in  medical  care  costs.    We  hope  this  subcommittee 
will  consider  making  the  HMO  Act  a  permanent  rather  than  a  demonstration  program. 

We  would  also  suggest  that  the  authorizations  provided  in  H.R.  9019  are 
too  low  and  hope  the  Senate  will  increase  them,  especially  for  fiscal  years  1977 
and  1978. 

In  conclusion,  Mr.  Chairman,  we  urge  early  action  on  this  legislation  in 
order  that  more  Americans  will  be  given  the  opportunity  of  receiving  their 
medical  care  from  genuine  HMOs  which  offer  the  most  effective  and  efficient 
delivery  system  that  now  exists  in  the  United  States.    We  are  convinced  that  HMOs 
will  enjoy  a  healthy  growth  if  they  are  given  the  opportunity  to  compete  on  even 
terms  with  f ee-f or-service.    All  that  is  necessary  is  a  fair  market  test.  We 
believe  early  enactment  of  legislation  containing  the  main  features  of  S.  1926 
and  H.R.  9019  with  the  changes  we  have  suggested  will  provide  for  that  fair  market 
test. 
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Senator  Kenxedy.  Our  next  witness  is  Dr.  Edgar  T.  Beddingfield, 
Jr.,  vice  chairman.  American  Medical  Association,  Council  on  Legisla- 
tion. 

STATEMENT  OF  EDGAR  T.  BEDDING-FIELD,  JR.,  M.D.,  VICE  PRESI- 
DENT, AMERICAN  MEDICAL  ASSOCIATION  COUNCIL  ON  LEGISLA- 
TION, ACCOMPANIED  BY  HARRY  N.  PETERSON,  DIRECTOR, 
DEPARTMENT  OF  LEGISLATION,  AND  DAN  HILL,  ASSISTANT  DI- 
RECTOR, DEPARTMENT  OF  LEGISLATION 

Dr.  Beddixgfteld.  Mr.  Chairman,  I  am  Edgar  T.  Beddingfield,  Jr., 
M.D.,  a  physician  in  active  practice  in  Wilson,  X.C.,  and  vice  chairman 
of  the  Council  on  Legislation  of  the  American  Medical  Association. 

Accompanying  me  today  on  my  immediate  right  is  Harry  N.  Peter- 
son, director  of  the  department  of  legislation.  On  his  right  is  Mr.  Dan 
Hill,  assistant  director  of  our  department  of  legislation. 

Mr.  Chairman,  we  are  pleased  to  be  here  today  to  submit  the  views 
of  the  American  Medical  Association  on  S.  1926  and  H.R.  9019,  the 
Health  Maintenance  Organization  Amendments  of  1975.  The  bills 
would  amend  Public  Law  93-222,  the  Health  Maintenance  Organiza- 
tion Act  of  1973.  enacted  in  December  of  1973. 

The  present  HMO  Act  was  passed  by  Congress  amid  a  high  level 
of  congressional  expectations.  Testimony  presented  to  Congress  at  the 
time  of  its  consideration  was  extensive,  and  testimony  in  favor  of 
HMO  enactment  generally  supported  implementation  of  a  comprehen- 
sive program.  In  general,  comments  ranged  from  support  of  the  HMO 
as  the  panacea  for  health  care,  to  cautious  optimism,  to  views  that 
such  a  program  was  unwarranted  or  that  only  experimental  entities 
should  be  funded,  if  any. 

Congress  considered  HMO  legislation  for  a  period  of  almost  3  years 
prior  to  passage  of  Public  Law  93-222.  Many  House  and  Senate  bills 
were  introduced  and  considered.  Extensive  public  hearings  were  held 
during1  which  a  variety  of  models  of  HMO's  were  proposed  and  were 
considered.  Eventually  Congress  sifted  through  this  mass  of  material. 
After  evaluating  those  characteristics  presented  as  essential  to  an 
entity  to  be  recognized  as  an  HMO.  the  Congress  enacted  a  statute 
which  spelled  out  quite  specifically  the  details  of  what  an  HMO 
should  provide  in  order  to  accomplish  the  HMO  objectives,  and  also 
established  the  mode  of  operation  under  which  the  HMO  should 
provide  such  comprehensive  health  care. 

The  Senate  committee  report,  issued  with  the  passage  of  its  version 
of  an  HMO  bill,  reflects  concrressionally  perceived  arguments  in  favor 
of  the  desirability  for  HMO's.  We  note  in  the  report,  in  support  of  the 
proposed  HMO.  that  there  was  a  great  emnhasis  upon  pointing  out 
that  the  development  of  the  HMO  would  "'accomplish  several  worth- 
while goals." 

For  examnle.  the  report  states  as  an  advantage  of  an  HMO  the 
elimination  of  problems  encountered  when  : 

Patients  must  seek  uncoordinated  care  from  various  specialists  who  may  be 
scattered  over  a  wide  geographic  area,  necessitating  a  number  of  time-consuming 
visits  to  more  than  one  doctor. 
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In  addition,  the  report  emphasized  the  desirability  of  full  compre- 
hensive services,  open  enrollment  and  community  rating,  with  round- 
the-clock  accessibility  of  services 

When  Public  Law  93-222  was  passed,  the  act  reflected  concerns  and 
expectations  of  Congress  as  indicated  in  the  House  report,  the  Senate 
report  and  the  conference  report.  Support  for  the  passage  of  an  act 
also  came  from  the  administration,  which  had  used  earlier  nonspecific 
authority  to  develop  and  to  fund  110  HMO  experiments,  but  had, 
according  to  the  House  report,  discontinued  funding  new  projects 
"due  to  objections  by  the  Congress  to  the  conduct  of  such  a  large  dem- 
onstration without  specific  legislative  guidelines  *  *  *" 

I  would  now  like  to  outline,  briefly,  some  of  the  "legislative  guide- 
lines" which  were  expressed  in  Public  Law  93-222. 

The  act  first  states  that  an  HMO  is  an  entity  which  (1)  "provides 
basic  and  supplemental  health  services  to  its  members"  in  the  manner 
prescribed  by  the  act,  and  (2)  "is  organized  and  operated  in  the  man- 
ner prescribed"  by  the  act  [emphasis  ours] .  Among  the  requirements 
spelled  out  in  providing  services,  the  act  specifies  that  premiums  for 
basic  and  supplemental  services  must  be  based  on  "a  community  rating 
system"  and  that  basic  services  be  provided  by  health  professionals 
"who  are  members  of  the  staff"  of  the  HMO  or  through  a  medical 
group  or  individual  practice  association.  A  medical  group  is  defined  by 
the  act  in  part  as  a  group  whose  members  "as  their  principal  profes- 
sional activity  and  as  a  group  responsibility  engage  in  the  coordinated 
practice  of  their  profession  for  a  health  maintenance  organization" 
[emphasis  ours] . 

As  to  the  method  of  operation  of  an  HMO,  the  act  requires  that 
there  be  an  open  enrollment  period  of  at  least  30  days  each  year. 

The  act  then  defines  basic  services  to  include  physician  services, 
hospital  services,  emergency  services,  certain  mental  health  services, 
services  for  abuse  of,  or  addiction  to,  alcohol  and  drugs,  laboratory 
and  radiologic  services,  home  health  services,  and  preventive  health 
services — to  include  at  least  four  specified  services.  Supplemental  serv- 
ices are  defined  to  include  nursing  home  care,  vision  care,  dental  serv- 
ices, mental  health  services,  physical  medicine,  and  rehabilitative  serv- 
ices and  prescription  drugs. 

The  language  of  the  act  then  establishes  funding  for  grants  and  con- 
tracts for  HMO's  and  for  loan  guarantees  to  entities  to  serve  "a  medi- 
cally underserved  population,"  funding  for  operating  costs  of  HMO's 
and  for  loan  guarantees  for  costs  of  HMO's  serving  "a  medically  un- 
derserved population,"  and  allocates  general  appropriations  ending 
June  30, 1977. 

Another  section  of  the  act  establishes  the  requirement  for  all  em- 
ployers of  certain  numbers  and  types  of  employees  to  provide,  as  part 
of  anv  health  plan  offered,  an  option  to  its  employees  for  member- 
ship in  a  "qualified  health  maintenance  organization."  Other  sections 
of  the  act  establish  a  program  of  formal  evaluation,  annual  report  re- 
quirements, and  quality  assurance  studies. 

During  congressional  consideration  of  the  need  for  Federal  support 
for  an  entity  to  be  called  an  HMO,  a  variety  of  testimony  was  sub- 
mitted concerning  whether  an  HMO  mode  of  health  care  delivery  ex- 
isted at  that  time.  It  was  our  view  that  the  HMO,  as  such,  was  a  crea- 
ture of  statute,  and  until  defined  by  the  Congress  its  existence  could  not 
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be  ascertained.  We  were  quite  surprised  when  it  was  stated,  in  the 
House  report,  that  such  a  system  did  indeed  exist,  as  follows : 

HMO's  have  existed  in  this  country  for  over  40  years  and  presently  serve  more 
than  7  million  people.  During  this  long  period  of  operation  they  have  been  care- 
fully studied  and  there  is  much  evidence  that  they  serve  to  alleviate  many  of  the 
problems  listed  above — rising  health  care  costs,  accessibility  to  medical  care, 
effective  quality  control,  orientation  toward  acute  care  rather  than  mainte- 
nance *  *  *. 

The  Senate  report  also  recognized  a  long  history  of  HMO  existence 
by  stating : 

There  exist  20  prepaid  health  plans  which  would  qualify  structurally  as  health 
maintenance  organizations  *  *  *.  They  currently  have  a  total  enrollment  of  in 
excess  of  4  million  individuals  *  *  *.  Some  of  these  plans  have  been  in  effective 
operation  for  over  40  years. 

We  are,  quite  frankly,  now  additionally  perplexed  by  the  apparent 
inconsistency  between  the  determination,  on  one  hand,  that  a  legisla- 
tive program  was  needed  to  test  a  delivery  mode  based  on  so  many 
years  existence,  serving  so  many  millions  of  people,  having  been  so 
carefully  studied,  and  having  shown  so  much  evidence  of  being  able 
to  solve  so  many  problems,  and,  on  the  other  hand,  its  proposed  aban- 
donment after  only  2  years'  "demonstration." 

Senator  Kennedy.  You  are  very  much  aware  that  myself,  and  I 
think  the  majority  of  the  members  of  this  committee,  never  felt  that 
it  should  be  a  test  program.  We  passed  the  HMO  legislation,  probably 
three  different  times  at  least,  before  we  were  able  to  get  health  action 
on  it.  It  was  never  intended  or  mentioned  at  the  time  that  it  was  to  be 
a  test  program.  If  I  understand,  it  was  more  the  position  of  the  AMA 
that  it  be  a  test  program  rather  than  this  committee  or  the  Senate  of 
the  United  States.  Would  your  position  be  any  different  if  we  were  to 
make  it  a  permanent  program  ? 

Dr.  Beddingfield.  The  position  as  far  as  the  Federal  subsidy  might 
be  considerably  different. 

Senator  Kennedy.  In  what  respect  ?  Do  you  think  you  would  sup- 
port it? 

Dr.  Beddingfield.  Xo;  I  do  not  think  we  would  support  it.  We 
should  await  the  conclusion  of  the  demonstration.  I  believe  that  we 
develop  some  of  these  points  later  on.  I  am  only  about  halfway  through 
my  paper  if  you  will  let  me  complete  it. 

Senator  Kennedy.  Sure. 

Dr.  Beddingfield.  However,  irrespective  of  the  findings  by  Congress 
and  the  deliberately  detailed  language  of  the  present  act  purposely 
establishing  a  comprehensive  program  deemed  to  be  essential  to  an 
HMO,  and  notwithstanding  the  recently  expressed  congressional  cer- 
tainty for  the  need  for  the  present  program,  far  ranging  amendments 
to  the  HMO  Act  are  now  proposed. 

Mr.  Chairman,  in  our  view  the  proposed  amendments  are  major 
and  would  effectively  gut  the  HMO  concept  and  subvert  the  original 
intent  of  the  present  act  by  converting  what  were  viewed  as  the  mini- 
mal essentials  for  an  HMO  into  a  program  which  would  carry  forward 
the  initial  act  in  name  only. 

These  proposed  amendments  would  make  many  changes  in  the  act. 
However,  special  concern  must  be  given  to  certain  extremely  impor- 
tant amendments  which,  if  passed,  would  go  far  in  eliminating  the 
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initially  perceived  necessity  for  establishing  these  experimental  pro- 
grams in  the  delivery  of  health  care. 

First,  the  items  included  in  basic  services  and  supplemental  services 
would  be  redefined  by  the  amendments.  Basic  services  in  the  present 
act  would  be  changed  by  S.  1926  by  eliminating  services  for  alcohol 
and  drug  abuse,  as  well  as  home  health  services,  both  of  which  would 
be  transferred  to  supplemental  services.  Basic  services  in  S.  1926  would 
no  longer  provide  generally  for  preventive  health  services,  but  would 
be  defined  as  including  specific  services.  Any  other  preventive  services 
would,  if  offered  at  all,  be  covered  under  supplemental  services.  H.K. 
9019  does  retain  home  health  services  as  well  as  general  preventive 
health  services  in  its  definition  of  basic  services  but  also,  like  S.  1926, 
drops  inclusion  of  medical  treatment  and  referral  of  alcohol  and 
drug  abuse  patients. 

Senator  Kennedy.  Is  it  your  feeling  that  with  the  dropping  of  those 
particular  programs  then  they  would  be  competitive  with  other 
programs  ? 

Dr.  Beddingfteld.  No;  I  do  not  believe  it  should  help  make  them 
any  more  competitive.  First,  we  have  already  heard  this  morning 
these  programs  are  not  great  costly  programs.  Second,  if  the  cost 
savings  inherent  in  the  HMO  model  are  indeed  true  and  valid,  as  you 
have  heard  repeatedly,  I  think  that  these  cost  savings  should  be  re- 
turned to  the  enrollees  of  HMO  in  the  form  of  extra  benefits  or  lower 
premiums. 

Senator  Kennedy.  Well,  I  have  my  own  opinions  about  how  much 
it  is  going  to  save.  But  those  who  are  very  much  involved  in  those 
particular  programs  believe  that  there  would  be  important  savings. 
I  am  just  wondering  whether  your  people,  since  you  commented  on  it, 
have  worked  out  any  cost  figures. 

Dr.  Beddingfield.  Obviously,  of  the  people  enrolled  in  HMO's,  a 
certain  number  are  going  to  have  these  problems.  They  are  going  to 
need  home  health  services.  They  are  going  to  need  alcohol  and  drug 
service.  Where  are  they  going  to  get  them  ?  Does  that  mean  they  are 
going  to,  who  some  have  called  the  worn  and  weary,  inadequate  fee 
for  service  physician  and  get  those  services  outside  of  HMO?  This 
adds  to  their  total  cost,  in  addition  to  the  HMO  cost.  The  fact  that 
HMO  does  not  offer  the  services  does  not  mean  that  they  do  not  get 
the  services  or  do  not  need  the  services. 

Senator  Kennedy.  What  is  happening  today?  Where  are  they 
getting  them  ? 

Dr.  Beddingfield.  I  am  inclined  to  believe  they  are  getting  service 
from  the  private  sector,  through  what  we  like  to  call  the  pluralistic 
approach,  some  from  health  departments,  some  from  private  physi- 
cians, some  from  municipal  hospital  outpatient  departments,  and  ad 
infinitum.  The  funny  thing  is  that  the  system  works. 

Shall  I  continue? 

Senator  Kennedy.  Yes. 

Dr.  Beddingfield.  Second,  and  one  of  the  most  devastating  changes, 
is  the  amendment  making  the  provision  of  supplemental  services 
merely  an  option  with  the  HMO.  As  you  recall,  the  present  act,  in  sec- 
tion 1301,  requires  that  all  services  enumerated  in  the  supplemental 
health  services  option  of  section  1301,  must  be  offered  to  each  member 
of  the  HMO  for  coverage  on  a  prepaid  basis.  The  member  may  elect 
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such  coverage.  The  idea,  of  course,  was  that  the  HMO,  unlike  other 
modes  of  delivery  then  being  criticized,  would  make  available  all  nec- 
essary health  services.  The  present  amendments,  however,  would  not 
require  the  HMO  even  to  make  the  offer  to  the  member.  Furthermore, 
it  provides  that  if  a  supplemental  health  services  option  is  offered, 
only  those  services  which  the  HMO  selects  from  those  enumerated  in 
the  act  need  be  included. 

We  note  that  the  HMO  concept  has  ben  advocated  to  the  public  as 
being  designed  to  switch  the  focus  from  hospital  to  ambulatory  health 
care,  and  to  provide  greater  emphasis  on  both  primary  care  and  pre- 
ventive medicine,  to  improve  the  Nation's  medical  care,  and  to  accept 
the  responsibility  at  all  times  for  providing  its  members  with  needed 
care  to  assure  those  members  available,  accessible  care  and  to  assure 
its  continuity.  The  HMO,  in  providing  a  full  range  of  health  services, 
was  advanced  for  the  purpose  of,  and  was  initially  designed  for,  keep- 
ing the  patient  well  and  not  for  treating  illness.  Now,  however,  the 
present  amendments  are  advocated  as  needed  "so  that  HMO's  can  effec- 
tively compete  in  the  marketplace." 

It  should  be  remembered  that  competitiveness  should  not  be  deter- 
mined alone  on  the  basis  of  premiums  charged.  In  this  regard  the 
House  report  states : 

With  regard  to  controlling  rising  health  care  costs,  the  committee  has  been 
presented  with  data  which  shows  that,  while  the  premiums  for  an  HMO  may 
be  greater  than  those  for  an  insurance  plan,  the  total  costs  to  a  family  will  be 
less  in  the  HMO  because  the  benefits  provided  by  the  HMO  are  more 
comprehensive  *  *  *. 

In  view  of  the  modifications  proposed  which  would  water  down  or 
eliminate  the  earlier  HMO  requirements  then  deemed  essential  we 
find  ourselves  forced  to  ask  this  question  directly  at  this  time  :  Is  it  no 
longer  desirable  or  necessary  to  furnish  all  the  care  needed  by  the 
enrolled  member  ? 

If  in  fact  the  foregoing  cited  statement  is  correct,  will  the  proposed 
reduction  of  comprehensive  benefits,  which  undoubtedly  will  reduce 
the  premiums,  now  have  the  adverse  effect  of  increasing  the  total  out- 
of-pocket  expense  of  the  HMO  members?  And  to  pose  the  question 
another  way,  will  not  the  patient  have  to  look  beyond  the  HMO  for 
his  needed  care,  contrary  to  the  basic  principle  of  the  HMO  ?  In  addi- 
tion, we  would  suggest  that  the  committee  might  also  consider  the  effect 
on  the  enrollee  of  the  regulations  which  provide  for  imposition  of 
coinsurance  in  the  provision  of  services,  and  permit  the  supplemental 
services  to  be  furnished  on  a  f ee-f or-service  basis. 

Third,  provisions  of  the  act  which  require  premiums  to  be  estab- 
lished under  a  community  rating  system,  viewed  at  the  time  of  enact- 
ment as  of  prime  necessity  to  an  acceptable  program,  would  be  amended 
to  allow  deferral  of  this  essential  feature.  And  it  should  be  noted 
that,  while  the  amendment  is  in  terms  of  a  5-year  deferral,  the  fed- 
erally supported  entity  may  never  be  required  to  community  rate.  This 
is  so  because  the  deferral  is  for  up  to  5  years  after  the  date  upon 
which  an  entity  becomes  a  "qualified  health  maintenance  organization" 
as  defined  under  section  1310  of  the  act,  relating  to  employees  health 
benefits  plans.  There  is  no  assurance  that  any  particular  HMO  would 
ever  become  a  "qualified  health  maintenance  organization,"  and  con- 
sequently the  deferment  could,  as  to  some  entities,  be  permanent. 
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Experience  rating — the  alternative  to  community  rating — would  de- 
feat the  objective  of  risk  spreading  sought  to  be  achieved  through 
community  rating. 

Fourth,  the  requirement  that  there  be  an  annual  open  enrollment 
would  be  deleted.  This  would  effectively  assure  that  the  entity  could 
select  its  members  and  would  not  have  to  accept  unfavorable  risks. 
This,  of  course,  would  have  the  effect,  desirable  from  the  point  of  view 
of  the  HMO,  of  lowering  the  premium  and  presenting  an  ostensibly 
more  favorable  program.  Such  a  change  would  authorize  an  HMO  to 
engage  in  "skimming."  A  reading  of  the  Senate  committee  language, 
strongly  condemning  the  practice  of  "skimming,"  makes  clear  the 
attitude  of  the  committee : 

The  committee  hopes  the  inequities  inherent  in  "skimming"  and  in  experience 
rating  can  be  avoided  in  this  new  Federal  program  (by  providing  for  uniform 
rates  and  open  enrollment). 

Senator  Kennedy.  I  am  interested  in  hearing  your  comments  about 
skimming  and  about  the  problems  between  open  enrollment  and  ex- 
perience rating.  Can  you  tell  us  what  the  AMA  has  done  to  object  to 
this  kind  of  policy  by  the  private  sector,  the  insurance  companies,  for 
example,  over  the  period  of  the  last  umpteen  years,  when  they  have 
been  involved  in  this  very  same  practice  ? 

Dr.  Beddingfield.  Yes,  AMA  has  had  an  ongoing  program  

Senator  Kennedy.  Where  have  you  objected  to  their  practices  and 
procedures  ?  Just  so  we  find  out  the  consistency  of  the  AMA  position, 
can  you  supply  us  with  information  where  you  have  indicated  that  the 
AMA  has  met  with  the  insurance  companies,  objected  to  it,  and  filed 
statements  and  comments  in  opposition  to  this  ? 

Dr.  Beddingfield.  Yes,  sir.  We  have  extensive  documentation  over 
the  years.  The  actions  of  our  governing  body  the  House  of  Delegates, 
for  example,  which  have  been  taken.  For  example,  alcoholism,  includ- 
ing chronic  illness  insurance  programs.  And  perhaps  it  is  best  exempli- 
fied by  our  own  version  of  a  national  health  insurance  plan  which  pro- 
vides for  open  enrollment  in  that.  We  are  on  the  record  with  that,  sir. 

Senator  Kennedy.  With  the  Federal  subsidy,  is  that  right  ? 

Dr.  Beddingfield.  For  the  poor. 

Senator  Kennedy.  For  the  high  risk  people  1 

Dr.  Beddingfield.  No.  I  do  not  know  that  risk  is  related  to  subsidy 
in  the  AMA  bill. 

Mr.  Peterson.  Mr.  Chairman,  there  is  no  subsidy  in  the  program 
except  insofar  as  there  would  be  a  subsidization  of  the  premium  which 
would  be  related  directly  to  the  income  of  the  individual.  It  has  no 
bearing  with  respect  to  the  physical  condition  of  the  individual,  to- 
ward which  skimming  of  course  is  directed.  The  subsidy  that  is  pro- 
vided in  the  AMA  national  health  insurance  bill  is  related  to  the  in- 
come of  the  individual.  There  is  open  enrollment  provision  in  the  bill. 

Senator  Kennedy.  How  does  a  chronically  ill  person  afford  health 
insurance  under  the  AMA  program  ? 

Dr.  Beddingfield.  It  would  depend  upon  his  economic  level.  He 
could  purchase  insurance;  if  he  had  been  employed,  his  employer 
could  provide  it.  If  he  had  not  been  employed,  he  could  purchase  it  if 
he  were  financially  able.  For  the  borderline  economic  individual,  there 
is  a  partial  Federal  subsidy  envisioned.  And  if  he  were  indigent,  he 
would  be  totally  subsidized.  The  Government  would  pay  his  insurance 
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program  for  him.  This  is  the  way  it  is  envisioned.  There  is  no  limita- 
tion on  maximum  benefits.  It  includes  a  catastrophic  kind  of  concept 
in  addition  to  basic  benefits. 

Senator  Kennedy.  Well,  I  am  interested  in  the  strength  of  the  com- 
ment that  you  are  talking  about  in  open  enrollment,  in  how  experience 
rating  and  skimming  is  so  bad.  I  personally  agree  with  the  fact  that 
it  is  bad.  We  were  trying  to  deal  with  that  with  open  enrollment  which 
would  permit  direct  support  to  the  HMO's,  in  offsetting  any  kind  of 
increased  price.  We  never  heard  one  word  from  the  AMA  regarding 
support  for  that  particular  proposal. 

It  is  interesting  to  listen  to  you  talk  about  your  opposition  to  any 
retreat  on  that  particular  proposal  because  when  we  had  something 
that  would  really  be  meaningful  in  dealing  with  that,  the  AMA  was 
silent. 

Dr.  Beddingfield.  Mr.  Chairman,  if  I  may  respond  ;  at  the  time 
you  considered  this  HMO  bill  which  you  are  now  attempting  to  amend, 
there  were  already  quite  a  number  of  experiments  abroad  in  the  land, 
which  experiments  had  not  been  completed.  We  did  not  feel  that  it 
had  been  demonstrated — I  think  our  reservations  are  echoed  in  testi- 
mony that  you  have  heard  from  GAO  and  Dr.  Cooper  in  particular — 
that  it  is  really  true  that  this  is  a  better  mousetrap.  Is  it  really  true 
that  substantial  cost  savings  can  be  achieved,  that  higher  quality  serv- 
ices can  be  delivered,  a  bigger  package  of  benefits  without  skimming? 
Now  all  of  these  are  things  that  have  been  claimed  by  the  advocates 
for  HMO's.  Does  this  better  mousetrap  exist  in  fact,  or  now  are  we 
going  to  change  the  blueprint  of  the  better  mousetrap  so  that  it  is  a 
little  smaller  mousetrap,  which  you  can  charge  more  for,  and  you  can 
only  take  healthy  rats  into?  This  is  our  argument.  This  is  a  demon- 
stration. It  has  not  been  proved. 

If  they  save  all  this  much  money,  if  it  is  20  or  30  percent  cheaper 
than  fee  for  service  medicine,  where  does  this  money  go  ?  What  do  they 
do  with  it  ? 

Why  do  they  want  to  cut  back  benefits  now  ? 

Why  do  they  only  want  to  take  healthy  people  ? 

We  think  this  is  a  valid  point  of  view.  This  is  what  we  are  trying  to 
get  across  to  the  committee. 

Senator  Kennedy.  I  understand  what  you  are  trying  to  get  across 
to  the  committee.  I  was  directing  this  to  the  particular  point  No.  3 
about  open  enrollment  experience  rating,  and  your  concern  about  skim- 
ming and  other  practices.  Where  have  you  been  all  this  time  ?  Where 
was  the  AMA  when  the  committee  was  attempting  to  deal  with  an  open 
enrollment  program,  which  would  have  provided  some  direct  Federal 
subsidies.  This  Committee  dealt  with  that  in  the  period  of  the  markup, 
where  we  said  open  enrollment  would  provide  additional  financial 
burdens  on  the  HMO,  and,  therefore,  we  were  going  to  provide  some 
direct  Federal  subsidy  to  permit  them  to  continue  to  compete  in  this 
area,  then  we  were  unable  to  carry  that  particular  issue.  We  have  open 
enrollment  now,  with  the  testimony  and  comments  about  whether  they 
can  effectively  compete  because  of  the  fact  there  is  skimming  going  on 
by  the  insurance  industries,  but  then  you  come  up  here  and  say  that 
you  are  very  much  bothered  by  the  questions  of  skimming  and  ex- 
perience rating.  But  when  we  really  had  the  chance  to  do  something 
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about  it,  we  had  silence  or  opposition  by  the  AMA  on  this  particular 
point. 

That  is  why  with  all  due  respect  your  crocodile  tears  about  this 
particular  feature  are  somewhat  troublesome  in  terms  of  the  credibil- 
ity of  the  AMA  on  that  particular  issue.  If  I  am  wrong  or  inaccurate 
in  stating  the  history  and  the  position  of  the  AMA,  I  would  be  glad  to 
have  the  record  show  what  your  position  is. 

Dr.  Beddingfield.  I  can  only  respond  in  this  fashion,  Mr.  Chair- 
man. If  the  HMO  does  not  find  it  necessary  to  skim,  and  they  can 
operate  in  what  has  been  called  a  fair  market  test,  then  they  ought  to 
do  it  without  Government  subsidy.  If  they  are  going  to  get  these  Gov- 
ernment subsidies,  they  ought  not  be  equated  in  enrollment  practices 
and  rating  procedures  and  benefit  package  with  the  private  companies. 
If  they  are  going  to  reduce  themselves  to  what  the  private  sector  does, 
then  why  are  they  up  here  asking  for  Federal  money  ? 

Senator  Kennedy.  Does  it  not  come  down  to  whether  you  are  going 
to  be  able  to  offset  those  expenses  or  not  ?  Is  that  not  the  issue  f  The 
question  is  whether  you  can  make  that  judgment  from  an  actuarial 
point  of  view.  We  are  prepared  to  do  that  from  an  actuarial  point  of 
view.  If  they  are  going  to  have  to  have  more  for  treating  people  that 
are  sick,  who  are  being  turned  down  because  of  experience  rating  by 
the  insurance  companies,  then  they  should  be  able  to  be  augmented  or 
supplemented.  So  you  do  not  have  the  kind  of  problem  that  you  are 
evidently  objecting  to.  When  this  committee  was  trying  to  do  some- 
thing on  that  particular  issue,  the  AMA  was  just  not  there.  You  were 
not  up  here  either  helping  us  or  trying  to  fashion  some  kind  of  pro- 
posal or  giving  us  the  benefit  of  the  judgment  in  terms  of  cost.  All  you 
were  doing  quite  frankly  is  out  scuttling  the  legislation,  unless  Dr. 
Kernodle's  article  in  the  Wall  Street  Journal  in  1973  is  mistaken,  where 
they  indicate  quite  clearly  what  your  position  was.  Is  Dr.  Kernodle's 
position  in  the  Wall  Street  Journal  which  indicates  a  general  kind 
of  opposition  to  the  whole  program  still  AMA  policy  % 

Dr.  Beddingfield.  I  do  not  know  since  I  have  not  recently  read  the 
1973  back  issues  of  the  Wall  Street  Journal,  so  I  cannot  comment  on 
what  Dr.  Kernodle  said  at  that  particular  time. 

Senator  Kennedy.  It  is  not  back  issues.  He  is  a  fairly  significant 
figure  in  your  organization  or  was. 

Mr.  Peterson.  In  1973  I  think  the  record  will  show  in  connection 
with  the  HMO  history  and  presentation  before  the  committees,  there 
was  considerable  activity  by  the  Government,  by  the  administration, 
in  the  HMO  field,  in  subsidizing  through  grants  at  that  time,  the 
development  of  HMO's.  Our  testimony  will  show  very  clearly  that  we 
supported  that  demonstration  program,  and  we  are  here  today  again 
calling  for  a  completion  of  the  demonstration  program. 

So  I  would  want  to  say  very  plainly  that  the  association's  position 
is  that  the  HMO  may  have  a  role  in  the  pluralistic  delivery  of  health 
care,  and  the  association  strongly  supports  this  pluralistic  system.  But 
the  point  that  we  want  to  make  very  clearly  is  that  the  HMO  had 
throughout  the  legislative  history  claimed  certain  advantages,  and  we 
would  like  to  see  those  advantages  demonstrated  in  the  manner  as  was 
finally  resolved  by  the  Congress.  We  are  calling  for  completion  of 
this  act. 
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Now  if  the  subsidies  that  the  chairman  has  referred  to,  to  enable 
HMO  to  provide  this  additional  care  that  you  are  referring  to,  if 
there  is  going  to  be  competitiveness  in  the  market,  then  it  would  seem 
that  there  would  have  to  be  similar  subsidies  to  the  private  insurance 
companies  for  the  elimination  of  the  practice  that  is  being  referred  to 
as  skimming. 

Senator  Kennedy.  My  memory  goes  back  to  Malcolm  Todd  in  the 
summer  of  1972  when  he  was  personally  taking  credit  for  ducking  the 
HMO  legislation.  If  you  want  to  make  representation  here  that  would 
indicate  or  suggest  that  there  is  anything  but  that  kind  of  a  positional 
policy,  you  are  free  to  do  so.  But  my  memory  is  somewhat  longer  than 
this. 

Mr.  Peterson.  One  last  word,  if  I  may,  Mr.  Chairman.  Just  to  in- 
dicate, as  you  are  very  familiar  there  was  a  wide  varietv  of  bills,  HMO 
bills,  before  the  Congress,  ranging  in  scope  from  multibillion  dollar 
support  down  to  what  Congress  finally  adopted,  so  that  there  were  a 
variety  of  bills  which  the  Congress  itself  then  had  rejected  in  this 
debate.  I  just  want  to  mention  again  that  throughout  the  debate  the 
association  called  for  support  of  this  HMO  experimental  program. 

Senator  Kennedy.  Continue. 

Dr.  Beddingfield.  Selective  membership  in  HMO's  is  contrary  to 
the  previous  intent  of  Congress  in  the  passage  of  the  present  act  and 
would  defeat  one  basic  purpose  of  the  act.  One  of  the  essential  reasons 
given  for  the  necessity  of  passage  of  the  HMO  Act  was  to  provide 
health  care  to  those  who  ostensibly  were  unable  to  obtain  such  care. 
Should  open  enrollment  be  eliminated  in  conjunction  with  experience 
rating  and  in  conjunction  with  the  deletion  of  certain  assistance  being 
conditioned  on  serving  medically  underserved  populations,  then  the 
very  population  which  was  used  as  proving  the  need  for  the  HMO 
would  be  systematically  eliminated  from  participation  in  the  HMO. 
These  people  are  the  high  utilizers  of  health  care,  including  the  el- 
derly, the  disabled,  the  poverty  stricken.  Are  these  individuals,  for 
whom  the  HMO  was  created,  now  expected  to  rely  upon  a  health  care 
delivery  system  which  the  Congress  apparently  deemed  to  be  in- 
adequate ? 

Fifth,  the  amendments  would  remove  the  requirement  that  a  medi- 
cal group  be  primarily  engaged  in  providing  service  to  an  HMO  and 
would  also  include  provisions  for  the  entity  to  contract  with  indi- 
vidual health  care  professionals.  Such  provisions  would  seem  to  go 
counter  to  earlier  arguments  pointing  out  the  working  advantages  to 
a  health  care  professional  and  the  assurance  of  continuity  to  the  mem- 
bers of  the  entity.  The  original  concept  contemplated  that  major  ad- 
vantages would  arise  from  the  interest  in  keeping  the  individual  well. 
The  amendments  would  seem  to  invite  paper  organizations,  which 
might  rely  on  part-time,  widely  separated,  and  uncoordinated  health 
professional  efforts.  Amendments  adopted  providing  such  contractual 
relationships  between  the  entity  and  the  health  professional  go  far  in 
changing  the  entity  from  the  one-stop  health  center  which  pro- 
ponents touted  as  the  keystone  of  the  HMO. 

Further  amendments  of  S.  1926  would  delete  the  requirements  that 
loan  guarantees  be  made  only  to  those  entities  in  medically  under- 
served  areas,  change  the  employee  HMO  option  selection  for  only 
those  areas  in  which  at  least  25  employees  reside  within  the  HMO 
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area,  and  extend  funding  for  HMO's  through  fiscal  1979.  In  our  view 
emphasis  on  the  medically  underserved  areas  should  be  maintained,  as 
should  dual  option  provisions  which  carry  forward  the  intent  of  the 
original  law,  namely,  to  allow  the  employee  himself  the  final  choice 
of  the  type  of  health  benefits  plan  under  which  he  and  his  family 
would  be  covered. 

Mr.  Chairman,  we  have  discussed  the  amendments  in  some  detail. 
Viewing  their  effect  as  a  whole,  certain  additional  observations  are 
warranted. 

It  is  argued  that  the  HMO  Act  was  originally  passed  to  create  the 
conditions  necessary  to  determine  whether  health  maintenance  orga- 
nizations would  meet  with  consumer  and  provider  approval.  In  short, 
the  HMO  Act  was  enacted  to  create  demonstration  projects  to  ascer- 
tain whether  the  HMO  concept,  the  organization  which  was  to  pro- 
vide comprehensive,  complete,  prepaid  care  on  a  continuous  and  readily 
accessible  basis  for  its  members,  could  in  fact  be  viable. 

Perhaps  now  is  the  appropriate  time  to  raise  the  question  again  as 
to  what  exactly  is  an  HMO?  Is  an  HMO  an  entity  which  will  have 
various  levels  of  care  depending  on  where  it  is  located,  on  its  popula- 
tion, or  on  its  level  of  premiums?  Will  an  HMO  change  every  year 
with  a  new  congressional  amendment?  Is  an  HMO  truly  a  health 
maintenance  organization  providing  a  comprehensive  level  of  care  as 
originally  enunciated  by  Congress,  or  is  it  indeed  merely  a  prepaid 
entity  which  progressively  lowers  its  services  to  a  point  at  which  a 
maximum  number  of  people  will  buy  in  ?  How  exactly  would  an  HMO 
differ  from  other  prepaid  group  practices  which  indeed  have  been  in 
existence  for  some  40  years  ?  If  in  fact  the  HMO  is  to  be  no  different 
from  prepaid  groups  which  have  existed  without  Federal  funding, 
then  we  submit  there  is  no  justification  for  Federal  funding  under 
the  guise  of  experimentation  or  otherwise. 

We  submit,  however,  the  public  has  been  led  to  believe  that  an  HMO 
is  more  than  what  has  previously  existed,  is  new,  and  is  to  mean  what 
its  name  signifies,  a  health  maintenance  organization.  Because  of  the 
present  act,  and  all  the  discussion  surrounding  enactment,  the  public 
has  come  to  expect  that  the  care  available  to  members  of  the  HMO  will 
include  all  necessary  health  care. 

However,  as  we  have  pointed  out,  the  amendments  would  remove 
important  comprehensive  services  and  eliminate  characteristics  which 
distinguish  the  HMO  from  other  prepaid  group  practices. 

It  appears  to  us  that  the  result  of  enacting  the  proposed  amend- 
ments would  be  to  convert  a  demonstration  health  delivery  program 
into  a  mechanism  for  the  funding  of  ordinary  prepaid  groups.  Be- 
cause this  result  would  be  so  far  beyond  the  initial  intent  of  the  orig- 
inal act,  fairness  requires  that  the  act  would  have  to  be  amended  to 
delete  the  phrase  "Health  Maintenance  Organization."  This  is  espe- 
cially necessary,  for  example,  when  one  considers  the  indoctrination 
of  vast  numbers  of  employers  and  employees,  who  have  by  virtue  of 
section  1310,  been  apprised  that  an  HMO  is  a  desirable,  viable,  com- 
prehensive care  organization.  It  would  indeed  be  incongruous  for  us 
to  continue  calling  something  an  HMO,  in  the  sense  that  Congress 
intended  it  originally,  while  funding  in  reality  an  organization  de- 
livering substantially  less  than  what  was  originally  promised. 
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If  the  Congress  adopts  the  presently  proposed  amendments,  we  be- 
lieve that  it  would  in  effect  have  abandoned  the  "HMO  concept"  as 
originally  intended  and  as  now  generally  understood  by  the  public.  In 
addition,  adoption  of  the  amendments  would  be  a  decision  now  by  the 
Congress  that  the  HMO  concept  is  not  viable.  An  extensive  change  as 
contemplated  would  make  invalid  any  later  comparison  of  the  new 
entities  with  the  original  HMO,  and  there  could  be  no  evaluation  of 
the  original  HMO. 

Mr.  Chairman,  before  closing.  I  want  to  make  it  perfectly  clear  that 
our  association  is  in  strong  support  of  a  pluralistic  health  care  delivery 
system. 

Senator  Kennedy.  Do  you  think  we  have  one  ? 

Dr.  Beddingfield.  A  pluralistic  system  ? 

Senator  Kennedy.  Yes. 

Dr.  Beddingfield.  Yes ;  I  think  we  have  it. 

Senator  Kennedy.  What  is  your  basis  for  that  % 

Dr.  Beddingfield.  Because  of  the  elements  that  go  into  pluralism. 
We  have  the  private  sector,  we  have  the  physicians  in  solo  practice, 
partnership  practice,  group  practice,  single  specialty  group  practice, 
multispecialty  group  practice,  prepaid  groups  existing,  people  going 
to  the  other  entities  I  named  a  while  ago,  health  department,  hospital 
outpatient  department,  the  efforts  of  the  Government  already  existing 
in  the  veterans'  hospital  system.  I  think  if  anything  is  pluralistic,  this 
is  pluralistic. 

Senator  Kennedy.  Has  it  been  the  AMA's  position  to  support  pre- 
paid group  practice,  and  the  establishment  of  the  various  group  prac- 
tices ?  Has  that  been  the  record  of  the  AM  A  in  developing  pluralism  ? 

Dr.  Beddingfield.  I  believe  the  record  will  show  that  many,  many 
years  ago,  two  to  three  decades  ago,  the  concept  of  prepaid  group  prac- 
tice was  not  admittedly  warmly  received  by  the  American  Medical 
Association. 

Senator  Kennedy.  When  did  it  change  ? 

Dr.  Beddingfield.  I  would  estimate  active  opposition  to  this  ceased 
probably  some  20  years  ago.  I  could  give  you  more  accurate  informa- 
tion in  a  documentary  presentation  following  the  meeting  if  you  would 
like  this.  We  have  many  members  who  are  respected  members  of  AMA 
who  do  in  fact  practice  with  prepaid  group  practices  at  the  same  time. 

Senator  Kennedy.  All  right.  Proceed. 

Dr.  Beddingfield.  Moreover,  the  hearings  leading  up  to  enactment 
of  Public  Law  93-222  will  show  our  continued  support  for  an  experi- 
mental HMO  program. 

We  must,  however,  question  whether  passage  of  these  amendments 
under  the  guise  of  perfecting  amendments  to  the  Health  Maintenance 
Organization  Act  is  in  the  best  interest  of  the  public.  In  our  opinion, 
the  public  deserves  an  answer  as  to  whether  the  HMO,  conceived  after 
extended  debate  and  promising  accessible  comprehensive  care  in  a 
manner  superior  to  other  modes  of  health  care  delivery,  is  a  viable  con- 
cept. We  believe  the  present  experiment  should  proceed  under  the 
present  act  without  adoption  of  the  major  changes  proposed,  and  ac- 
cordingly, neither  S.  1926  nor  H.R.  9019  should  be  adopted. 

Mr.  Chairman,  we  will  be  pleased  to  respond  to  any  further  questions 
which  the  committee  may  have. 


589 


Senator  Kennedy.  I  do  not  have  any  further  questions.  We  want  to 
thank  you  for  your  appearance  here  and  your  presentation.  Thank  you 
very  much. 

Dr.  Beddingfield.  Thank  you  very  much  for  allowing  us  to  appear. 

Senator  Kennedy.  Our  last  witness  today  is  Dr.  Daniel  Patterson, 
chief,  department  of  psychiatry,  Group  Health  Association  of  Wash- 
ington, D.C.  Please  proceed. 

STATEMENT  OF  DANIEL  PATTERSON,  M.D.,  CHIEF,  DEPARTMENT  OF 
PSYCHIATRY,  GROUP  HEALTH  ASSOCIATION  OF  WASHINGTON, 
DC,  ACCOMPANIED  BY  C.  A.  GIOLITO,  DIRECTOR,  GOVERNMENT 
RELATIONS,  AMERICAN  PSYCHIATRIC  ASSOCIATION 

Dr.  Patterson.  Thank  you,  Mr.  Chairman.  It  is  a  privilege  to  be 
here  today  to  discuss  pending  HMO,  health  maintenance  organization, 
amendments  of  1975. 

I  had  the  honor  of  being  the  first  Director  of  HEW's  Health  Main- 
tenance Organization  Service  in  1971  before  leaving  to  become  chief 
of  psychiatry  of  Group  Health  Association  of  Washington,  a  100,000- 
member  health  maintenance  organization,  and  I  will  add  developed 
without  Federal  subsidy. 

Today  I  am  speaking  in  behalf  of  the  American  Psychiatric  Associa- 
tion which  represents  23,000  psychiatrists  in  the  United  States,  With 
me  is  Mr.  C.  A.  Giolito,  director  of  Government  relations  of  the  Ameri- 
can Psychiatric  Association. 

Before  starting,  I  would  want  to  alert  you,  Mr.  Chairman,  to  some 
changes — last  minute  changes — in  the  printed  testimony. 

The  American  Psychiatric  Association  is  supportive  of  the  health 
maintenance  organization  concept  and  believes  that  the  health  main- 
tenance organization  should  be  a  part  of  the  present  pluralistic  health 
system.  The  association  has  been  favorably  impressed  by  studies  of  the 
quality  of  health  services  provided  by  HMO's  and  by  their  ability  to  do 
so  cost  effectively. 

It  has  been  our  contention  that  in  a  pluralistic  competitive  market, 
the  HMO  should  not  be  unduly  subsidized  or  unfairly  advantaged 
through  legislative  action.  On  the  other  hand,  we  agree  that  the  HMO 
should  also  not  be  unfairly  burdened  or  competitively  disadvantaged. 

In  our  opinion,  the  HMO  Act  of  1973  may  have  made  some  un- 
realistic expectations  of  emerging  HMO's,  which  may  have  placed 
them  at  competitive  disadvantage.  S.  1926,  as  we  understand  it,  is  in- 
tended to  rectify  these  possible  errors  and  to  facilitate  the  development 
of  HMO's,  and  allow  them  to  compete  in  a  fair  market  test  with  private 
health  insurers. 

The  American  Psychiatric  Association  unequivocally  believes  that  a 
reasonable  level  of  inpatient  mental  health  services  must  be  a  part  of 
the  basic  benefit  package.  Noninclusion  of  this  benefit  would  be  the  one 
glaring  omission  in  what  properly  constitutes  a  basic  benefit  package 
for  delivery  of  comprehensive  services. 

We  are  asking  therefore  that  inpatient  mental  health  services  be 
made  a  part  of  basic  health  services. 

On  the  surface,  this  request  appears  to  contradict  the  stated  intent 
of  S.  1926.  We  do  not  believe,  however,  that  the  provision  of  these 
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services  would  impact  negatively  on  the  stated  intent  of  S.  1926  for 
these  reasons: 

First,  the  private  insurance  market  already  requires  that  health 
insurers  provide  inpatient  mental  health  benefits.  By  the  end  of  1970, 
63  percent  of  the  U.S.  civilian  population  (128  million  persons)  had 
some  coverage  of  hospital  care  for  mental  conditions  under  private 
health  insurance. 

We  respectfully  submit  for  the  record  a  study  recently  completed  by 
the  American  Psychiatric  Association,  entitled  "Coverage  and  Utiliza- 
tion of  Care  for  Mental  Conditions  Under  Health  Insurance" — various 
studies,  1973-74,  which  we  feel  support  this  more  substantively. 

Senator  Kennedy.  You  can  submit  them,  and  we  will  include  them 
in  the  record. 
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This  volume  in  one  sense  may  be  considered  as  a  supplement  to  the  book.  Health  Insurance  and  Psychiatric  Care: 
Utilization  and  Cost,  by  Reed.  Myers,  and  Scheidemandel.  published  by  the  American  Psychiatric  Association  in  1972. 
In  a  larger  context  it  is  the  most  recent  of  a  senes  of  efforts  by  the  American  Psychiatric  Association  to  make  pertinent 
information  available  to  psychiatrists,  other  physicians  and  mental  health  professionals,  the  general  public,  insurance 
organizations,  and  government  officials,  in  order  to  facilitate  better  coverage  of  mental  conditions  under  health 
insurance  and  ultimately  to  achieve  the  same  coverage  of  care  for  mental  and  emotional  illnes's  as  of  all  other  illness.  We 
may  assume  that  this  issue  will  continue  to  be  discussed  intensively  as  part  of  health  policy  decisions  during  the  next 
decade  and  beyond.  The  American  Psychiatric  Association  will  be  an  active  participant  in  these  discussions  and  it  is 
highly  likely  that  we  will  sponsor  additional  publications  on  the  subject  in  the  future. 

There  are  indications  that  our  efforts  along  this  line,  and  particularly  the  1972  report,  have  been  bearing  fruit.  We 
believe  there  has  been  a  general  tendency  towards  liberalization  of  mental  illness  coverage  under  insurance.  Several 
states  have  passed  laws  requiring  at  least  minimum  coverage  of  mental  disorders  under  new  private  health  insurance 
contracts.  The  bills  for  national  health  insurance  that  have  been  introduced  in  CongTess  during  the  last  two  years  have 
for  the  most  part  provided  better  coverage  of  mental  disorders  than  the  earlier  ones.  We  are  more  optimistic  about  the 
coverage  that  will  be  provided  under  national  health  insurance  when  some  program  is  finally  enacted  than  we  were  four 
or  five  years  ago. 

The  present  volume  largely  results  from  a  contract  which  APA  entered  into  in  the  spring  of  1974  with  the  Na- 
tional Institute  of  Mental  Health  (which  had  financed  the  earlier  study)  to  undertake  a  study  to  update  information 
concerning  insurance  coverage  and  utilization,  the  work  to  be  performed  by  Dr.  Louis  S.  Reed,  who  had  directed  the 
earlier  study.  The  contract  provided  that  studies  were  to  be  performed  in  five  areas  which  NIMH  and  APA  considered 
especially  important.  These  were: 

1.  A  comparison  of  benefits  for  mental  and  other  conditions  under  selected  employee  health  benefit  plans  on 
which  information  was  published  by  the  U.S.  Department  of  Labor. 

2.  Development  of  up-to-date  information  on  utilization  of  care  for  mental  conditions  under  the  Canadian 
hospital  and  medical  insurance  programs.  Since  these  programs  provide  full  coverage  of  care  for  mental  conditions,  it 
was  felt  that  utilization  data  would  be  especially  significant. 

3.  Information  on  the  coverage  of  care  for  mental  conditions  under  the  collective  bargaining  agreements  of 
selected  unions. 

4.  Information  on  Blue  Cross  benefits  for  hospital  care  of  mental  illness,  updating  the  information  for  1971 
published  in  the  earlier  report. 

5.  A  survey  of  selected  Blue  Cross  and  Blue  Shield  plans  to  obtain  data  on  coverage  and  utilization  of  care  for 
mental  conditions,  with  emphasis  on  outpatient  care. 

These  studies  were  conducted  and  a  report  was  submitted  to  NIMH.  Since  that  organization  was  unable  to 
finance  publication  of  the  studies,  it  gave  APA  permission  to  publish  them. 

The  lead  study  in  this  volume — that  relating  to  utilization  experience  under  the  Blue  Cross  and  Blue  Shield  Plan 
for  Federal  Employees— was  not  done  under  the  NIMH  contract  but  was  a  separate  undertaking  of  APA.  The 
utilization  experience  under  this  program,  covering  over  5.000,000  persons  nationwide,  with  relatively  comprehensive 
benefits  and  virtually  the  same  coverage  of  mental  as  of  other  conditions,  undoubtedly  constitutes  the  best  single  source 
of  data  on  the  utilization  and  cost  of  care  for  mental  conditions  under  health  insurance.  Accordingly,  we  requested  Dr. 
Reed  to  analyze  the  utilization  experience  in  1972.  1973.  and  1974,  and  to  make  a  detailed  study  of  certain  aspects  of 
utilization  in  1973;  special  data  were  available  for  the  latter  year  because  of  requests  made  to  the  plan  by  the  Civil 
Service  Commission. 

Each  of  the  six  studies  in  this  publication  is  a  discrete  entity;  no  effort  has  been  made  to  fit  them  into  a  coherent 
package.  Nor  has  any  effort  been  made  to  put  the  information  into  an  historical  context;  for  such  a  context  the  reader  is 
referred  to  Chapter  1  of  Health  Insurance  and  Psychiatric  Care:  Utilization  and  Cost. 
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I  do  not  believe  it  is  necessary  here  to  summarize  the  findings  in  Dr.  Reed's  six  studies.  However,  I  would  like  to 
'single  out  for  brief  mention  two  of  the  findings  that  I  think  arc  particularly  noteworthy. 

The  upward  trend  in  utilization  of  benefits  for  mental  disorders  that  had  characterized  the  high  option  of  the 
Blue  Cross  and  Blue  Shield  Plan  for  Federal  Employees  since  its  beginning  in  1960  appears  to  have  ended.  Utiliza- 
tion leveled  off  in  1973  and  1974.  Thus  in  1972  benefits  lor  mental  disorders  constituted  7.3  percent  of  benefits  for  all 
conditions;  in  1973  they  constituted  7.4  percent:  and  in  1974  they  were  back  down  to  7.3  percent. 

An  examination  of  a  rough  cross-section  of  employee  health  benefit  plans  in  American  industry  (including  many 
of  the  major  corporations  such  as  IBM,  General  Motors,  and  U.S.  Steel)  reveals  that  almost  all  of  the  plans  have  some 
coverage  of  hospital  care  for  mental  conditions  and  that  about  two  thirds  have  the  same  hospital  coverage  for  mental  as 
for  other  conditions  when  the  care  is  given  in  general  hospitals.  Also,  about  nine  out  of  ten  of  the  plans  have  some 
coverage  of  office  care  for  general  and/  or  mental  conditions:  nearly  half  of  these  have  the  same  coverage  for  mental  as 
for  other  conditions.  Most  of  the  rest  have  reduced  outpatient  benefits  for  mental  conditions,  but  six  percent— mainly 
plans  negotiated  by  the  United  Auto  Workers— have  greater  outpatient  benefits  for  mental  than  for  other  conditions. 

Dr.  Reed  desires  to  make  several  acknowledgements.  Mr.  Charles  K.  Kanno  assisted  in  the  statistical  analyses 
for  the  Blue  Cross  and  Blue  Shield  federal  employees  study;  he  and  Mrs.  Patricia  L.  Scheidemandel  edited  the  report 
and  readied  it  for  publication.  Mrs.  Evelyn  S.  Myers,  managing  editor  of  The  American  Journal  of  Psychiatry,  gave 
helpful  counsel  at  various  stages  of  the  work.  1  should  like  to  add  my  commendation  to  Dr.  Reed  and  the  other  staff 
members  for  a  job  well  done. 

Washington,  D.C.  Melvin  Sabshin,  M.D. 

August  1975  Medical  Director 

American  Psychiatric  Association 
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STUDY  1 

UTILIZATION  OF  CARE  FOR  MENTAL  DISORDERS  UNDER  THE 
BLUE  CROSS  AND  BLUE  SHIELD  PLAN  FOR  FEDERAL  EMPLOYEES 


OVERALL  UTILIZATION  EXPERIENCE,  1974 

The  utilization  of  care  for  mental  conditions  under 
the  Blue  Cross  and  Blue  Shield  Plan  for  Federal  Em- 
ployees is  of  special  interest  because  the  plan,  in  compa- 
rison with  most  other  employee  health  benefit  programs, 

a)  provides  relatively  comprehensive  benefits  with  virtu- 
ally the  same  coverage  of  mental  as  of  other  conditions, 

b)  covers  a  large  population  that  is  somewhat  represen- 
tative of  the  general  population.1  and  c)  develops  excel- 
lent, detailed  utilization  statistics.  The  experience  in 
1974  is  noteworthy  because  then,  as  in  1973,  utilization 
of  benefits  for  mental  conditions  as  a  percent  of  those  for 
all  conditions  did  not  increase  but  stayed  at  the  same  level 
as  in  1972. 

The  plan  covered  an  average  of  5,587,900  persons 
during  1974 — 4.887,700  under  the  high  option  and 
700,200  under  the  low  option. 

Benefits  provided  under  the  program  were  the  same  in 
1974  as  in  1973  and  1972  except  for  certain  minor 
changes  which,  on  the  whole,  increased  benefits.  Benefits 
under  both  options  consist  of  basic  hospital  benefits, 
basic  surgical-medical-maternity  benefits,  and  supple- 
mental benefits.  Under  the  high  option,  basic  hospital 
benefits  included  complete  inpatient  care  in  semiprivate 
accommodations  for  up  to  365  days  for  each  confine- 
ment. An  admission  within  60  days  of  discharge  from  a 
previous  confinement  was  considered  as  an  extension  of 
that  confinement;  after  60  days  it  was  considered  a  new 
confinement  (the  period  was  90  days  in  1973).  The  same 
benefits  were  provided  for  mental  conditions,  but  only  in 
general  hospitals  and  in  the  mental  hospitals  that  were 
member  hospitals  of  Blue  Cross  plans.  Care  in  nonmem- 
ber  mental  hospitals  was  covered  under  supplemental 
benefits,  while  care  in  nonmember  general  hospitals  was 
paid  for  at  80  percent  of  the  charges,  with  the  balance 
covered  under  supplemental  benefits.  Outpatient  benefits 
were  the  same  for  mental  disorders  as  for  other  condi- 
tions. Basic  surgical-mcdical-maternity  benefits  included 
surgical  and  anesthesia  services  wherever  performed,  in- 

1  However,  the  federal  employee  population  covered  by  this  plan 
probably  has  a  higher  proportion  of  white-collar  workers,  a  higher 
average  income,  and  a  higher  level  of  education  than  the  general 
working  population.  Approximately  21  percent  of  the  covered  popula- 
tion live  in  the  District  of  Columbia.  Maryland,  and  Virginia 


hospital  medical  care,  maternity  care,  including  prenatal 
and  postnatal  care,  and  X-ray  and  laboratory  serv  ices  in 
or  out  of  hospital.  In  all  areas  of  the  country  except  thYee 
(Rochester  and  Jamestown.  New  York,  and  Connecti- 
cut), physicians  were  paid  in  1974  on  the  basis  of  their 
usual,  customary,  and  reasonable  charges  for  their  ser- 
vices so  that  virtually  all  reasonable  charges  were  paid  in 
full.  Supplemental  benefits  paid  80  percent  of  covered 
charges  in  excess  of  a  deductible  of  $100  per  person  per 
year,  up  to  maximum  benefits  of  S250.000  (S50.000  in 
1973)  for  hospital  and  physicians*  services  not  covered 
under  basic  benefits,  and  for  prescribed  drugs,  private- 
duty  nursing  service,  appliances,  rental  of  durable 
medical  equipment,  and  certain  other  items.  The  same 
benefits  were  provided  for  mental  disorders  as  for  other 
conditions. 

Under  the  low  option,  basic  hospital  benefits  were 
limited  to  90  days  per  confinement,  basic  surgical- 
medical  benefits  consisted  of  scheduled  indemnities  or 
allowances  against  physicians'  charges,  and  supplemen- 
tal benefits  paid  only  75  percent  of  covered  charges  in 
excess  of  a  deductible  of  S 1 50  per  person  per  year,  up  to 
maximum  benefits  of  5150,000  (S25.000  in  1973). 

Utilization 

Tables  1-4  show  utilization  in  1974  under  the  high 
option,  Tables  5-8  utilization  under  the  low  option.2 

Under  the  high  option  in  1974,  there  were  5.0  inpa- 
tient admissions  under  basic  hospital  benefits  for  mental 
disorders  per  1,000  covered  population,  equal  to  3.8 
percent  of  admissions  for  all  conditions  (Table  1).  The 
average  length  of  stay  was  17.1  days  compared  with  7.3 
days  for  all  conditions.  Total  days  of  care  for  mental 
conditions  numbered  86.3  per  1 .000  population,  equal  to 
8.9  percent  of  the  days  provided  for  all  conditions.  The 
charge  per  day  for  mental  admissions  averaged  S75.34. 
compared  with  SI08.29  for  all  conditions.  Total  inpa- 
tient covered  charges — in  effect,  benefits  paid — for  men- 
tal disorders  amounted  to  S6.50  per  person  covered. 

-'These  tables  were  developed  from  data  contained  in  the  plan's  1974 
Annual  Utilization  Report  submitted  to  the  U.S.  Civil  Service  Com- 
mission, with  certain  detailed  data  on  surgical-medical  basic  benetits 
lor  mental  conditions  obtained  directly  from  the  plan.  All  data  are  for 
claims  paid  during  1974. 
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TABLE  1 


Utilization  of  Basic  Hospital  Benefits,  High  Option,  1974 


Inpatient 

Outpatient 

Number 

Number 

Average 

Covered 

Charges 

Charges 

of 

of 

length  of 

charges 

Charges 

per 

Covered 

per 

admissions 

days 

stay  (days) 

(benefits) 

per  day 



admission 

- 

Admissions 

charges 

admission 

All     ndi  i  ns 

Nonma'ternity 

584,429 

4,486,721 

7.7 

$476,101,557 

S106.1  1 

S81 4.64 

1,284,274 

S40,773,186 

S31.75 

Maternity 

63,686 

229,402 

3.6 

34,593,802 

150.80 

543.19 

Total 

648,115 

4,716,123 

7.3 

510,695,359 

108.29 

787.97 

1,284,274^ 

40,773,186 

31.75 

Per  1,000  covered 

population 

132.9 

966.9 

263.3 

Per  person  covered 

104.70 

8.36 

Mental  disorders 

24,598 

421,141 

17.1 

31,728.844 

75.34 

1.289.90 

3.249 

86,988 

26.77 

Per  1,000  covered 

population 

5.0 

86.3 

0.7 

Per  person  covered 

6.50 

.02 

Mental  disorders 

as  percent  of  all 

conditions 

3.8% 

8.9% 

6.2% 

0.3% 

0.2% 

Covered  population  (average  for  1974 

-  4,877,700 

equal  to  6.2  percent  of  covered  charges  paid  per  covered 
person  for  all  conditions.  Outpatient  admissions  and 
covered  charges  for  mental  disorders  were  minuscule 
compared  with  those  for  all  conditions — 0.3  percent  of 
all  admissions  and  0.2  percent  of  covered  charges. 

Under  high  option  basic  surgical-medical  benefits, 
there  were  5.9  claims  per  1,000  covered  population  for 
mental  disorders,  of  which  0.4  were  for  electroshock 
therapy,  0.3  for  anesthesia,  2.9  for  psychotherapy,  and 
2.3  for  other  medical  care  (Table  2).  Total  claims  were 
1.7  percent  of  those  for  all  conditions.  Visit  days  for 
mental  disorders  numbered  65.8  per  1,000  covered 
population,  equal  to  10.4  percent  of  visit  days  for 
medical  care  for  all  conditions.  Visit  days  for  psycho- 
therapy were  38.1  per  1,000  population,  those  for  other 
medical  care,  26.6.  Total  benefits  paid  for  mental  disor- 
ders amounted  to  SI. 45  per  person  covered,  equal  to  3.6 
percent  of  benefits  for  all  conditions.  Claims  and  bene- 
fits paid  for  hospital  outpatient  services  for  mental 
disorders  were  very  small — claims  were  0.02  percent  of 
total  claims  and  benefits  were  0.1  percent  of  total 
benefits.  All  were  for  electroshock  therapy  and  anesthe- 
sia in  connection  therewith.  Benefits  per  person  covered 
amounted  to  2  cents. 

Under  supplemental  benefits,  the  number  of  cases 
(i.e.,  claims)  for  reimbursement  of  hospital  charges  for 
care  of  mental  disorders  (this  would  be  for  care  in 
nonmember  mental  hospitals)  was  1.2  per  1,000  popula- 
tion; covered  charges  (payable  at  80  percent  after  the 
deductible  of  S100)  came  to  $1.28  per  covered  person 
(Table  3).  Both  claims  and  covered  charges  were  down 
from  1973,  indicating  less  utilization  of  nonmember 
mental  hospitals.  Mental  disorder  claims  were  18.3 
percent  of  all  supplemental  hospital  claims  and  mental 
disorder  charges  were  65.2  percent  of  those  for  all 


conditions;  the  proportion  is  high  because  almost  all 
care  for  general  conditions  is  paid  for  under  basic 
benefits.  (It  would  be  useful  to  know  what  proportion  of 
admissions,  days,  and  covered  charges  for  mental  condi- 
tions under  basic  hospital  benefits  were  in  general 
hospitals  and  what  proportion  were  in  member  mental 
hospitals.  Unfortunately,  these  data  are  not  available.) 

Claims  for  reimbursement  of  physicians'  charges  for 
care  of  mental  disorders  under  supplemental  benefits 
numbered  20.8  per  1,000  population,  equal  to  18.7 
percent  of  those  for  all  conditions.  (Since  physicians' 
usual,  customary,  and  reasonable  charges  for  inpatient 
care  are  paid  in  full  under  basic  benefits,  all  would  be  for 
outpatient  care.)  Total  charges  for  covered  services 
under  these  claims  (i.e..  before  application  of  the  deduc- 
tible and  coinsurance)  amounted  to  S5.10  per  covered 
person,  equal  to  46.4  percent  of  physicians'  charges  for 
all  conditions  under  supplemental  benefits.  Estimated 
benefits  paid  for  physicians'  services  for  mental  disorders 
under  supplemental  benefits  were  S3. 75  per  covered 
person,  equal  to  53.4  percent  of  benefits  paid  for  physi- 
cians' services  for  all  conditions  under  supplemental 
benefits.  The  high  proportion  of  covered  charges  and 
benefits  for  mental  conditions  is  due  to  a  number  of 
factors:  a)  a  large  proportion  of  all  psychiatric  care  is 
rendered  in  the  physician's  office;  b)  much  outpatient 
care  of  other  physicians— all  surgery,  all  X-ray  and 
laboratory  services  -  is  covered  under  basic  benefits:  c) 
a  few  visits  to  a  psychiatrist  will  result  in  charges 
exceeding  the  deductible  so  that  a  claim  will  be  filed, 
whereas  in  the  case  of  other  conditions  many  persons 
will  have  only  a  few  visits  to  doctors  during  the  year  and 
the  charges  for  such  visits  will  not  aggregate  more  than 
SI00.  so  that  no  benefits  are  payable.  Benefits  paid  for 
physicians'  services,  inpatient  and  outpatient,  for  all 
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TABLE  3 

Utilization  of  Supplemental  Benefits,  High  Option,  1974 


Type  of  service 


Per  1,000 
population 


Charges  for  covered  services 


Per  person 
covered 


All  conditions 
Hospital 
Physician 
Special  nursing 
Drugs 
Other 

Total 

Covered  by  program 
Patient  paid 

Percent  covered  by  program 
Mental  disorders 
Hospital 
Physician 
Special  nursing 
Drugs 
Other 

Total 

Covered  by  program 
Patient  paid 

Percent  covered  by  program 

Mental  disorders  as  percent  of  total 
Hospital 
Physician 
Special  nursing 
Drugs 
Other 

Total 


32.551 

6.7 

$9,566,830 

SI. 96 

S293.90 

S1.25B 

544,078 

1 1 1 .5 

53  678  264 

1 1 .00 

98.66 

7.02" 

6!o52 

1.2 

2,450,754 

.50 

404.95 

'32b 

445,401 

91.3 

38,082,593 

7.81 

85.50 

64,989 

13.3 

9.179,851 

1.88 

141.25 

1.20° 

.093,071 

224.1 

S1 12,958,292 

S23.16 

S103.34 

S14.77 

72,024, 753a 

14.77 

14.77 

40,904, 164a 

8.39 

63.8% 

5.955 

1.2 

6,235,355 

1.28 

1.047.08 

.94° 

101,515 

20.8 

24,886,957 

5.10 

245.16 

3.75° 

369 

55,755 

.01 

151.10 

.01b 

31,594 

6.5 

2,270,049 

.47 

71.85 

.35" 

18,643c 

3.8 

4,707,086c 

.97 

252.49 

.71" 

158,076 

32.4 

38,155,202 

7.82 

241.37 

5.76 

28.079.446a 

5.76 

5.76 

1 0,069,7 16a 

2.06 

73.6% 

28.7 
14.5 


65.2% 
46.4 

2.3 

6.0 
51.3 
33.8 


75.2% 
53.4 

3.1 

7.0 
59.2 
39.0  V 


aDoes  not  add  to  total  because  of  rounding  at  various  steps. 
"Estimated  by  applying  percent  covered  by  program  for  all  charges. 
c  Includes  charges  of  psychologists. 


conditions  under  basic  and  supplemental  benefits 
amounted  to  approximately  S48.15  per  covered  person, 
for  mental  conditions  S5.22,  or  '  I  percent. 

Claims  for  reimbursement  of  special  nursing  charges 
were  negligible;  drug  claims  were  6.5  per  1 .000  population 
with  covered  charges  of  47  cents  per  person.  Claims  for 
reimbursement  of  other  charges— including  those  of 
psychologists— numbered  3.8  per  1.000  population  and 
charges  for  covered  services  amounted  to  97  cents  per 
covered  person.  (In  1974  the  plan  paid  psychologists' 
charges  only  when  the  services  were  performed  at  the 
direction  and  under  the  supervision  of  the  attending 
physician.  As  of  January  I,  1975.  this  requirement  was 
eliminated.)  Total  benefits  paid  under  supplemental 
benefits  for  mental  disorders  amounted  to  S5.76  per 
covered  person,  equal  to  39  percent  of  those  for  all 
conditions.  Total  benefits  paid  for  mental  disorders  for  all 
types  of  care  amounted  to  SI 3.74  per  covered  person, 
equal  to  7.3  percent  of  benefits  (SI 88.95)  paid  for  all 
conditions  (Table  4). 

Utilization  under  the  low  option  (Tables  5  8)  was 
much  lower  than  under  the  high  option.  This  is  due  to 
some  extent  to  the  more  restricted  benefits,  but  more 
important  is  the  fact  that  the  population  covered  by  the 
low  option  is.  on  the  average,  younger  and  healthier  than 


the  high-option  population.  It  apparently  includes  many 
persons  who  selected  a  low-cost  plan  because  they 
thought  they  were  healthy  and  were  aware  of  no  health 
conditions  for  which  they  might  require  medical  care.  By 
contrast,  persons  receiving  psychiatric  care  or  aware  that 
they  might  need  such  care  would  certainly  shift  to  the  high 
option  if  they  were  not  already  enrolled  in  it. 


TRENDS  IN  UTILIZATION,  1966-1974 

Utilization  of  care  for  mental  disorders  under  the  high 
option  was  virtually  the  same  in  1974  as  in  1973  and  1972 
(Table  9).  The  upward  trend  in  utilization  of  benefits  for 
mental  disorders  which  had  characterized  the  plan 
virtually  since  its  beginning  in  1960  appeared  to  have 
ended  and  leveled  out  in  1973  and  1974.3  jn  1974  benefits 


'Data  in  Tables  9  and  10  for  1972  and  earlier  years  are  from  L  S 
Reed,  G  S.  Myers,  and  l\  I.  Scheidcmandcl:  Health  Insurance  ami 
Psychiatric  Cure  I'tilizalion  anil  Cost.  American  Psychiatric  Associa- 
tion, 1972.  and  Irom  L  S.  Reed:  "Utilization  of  Care  for  Mental 
Disorders  Under  the  Blue  Cross  and  Blue  Shield  Plan  for  Federal 
Employees.  1972."  American  Journal  of  Psychiatry.  September  1974. 
Data  lor  1973  are  Irom  an  unpublished  study  perlormed  by  the  author 
lur  the  American  Psychiatric  Association. 
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TABLE  4 

Summary  of  Benefits  Paid,  High  Option,  1974 


Type  of  benefits 

Covered  charges  or 

benefits  paid 

All  condit 
Amount 

Per  person 
covered 

Menta 
Amount 

disorders 
Per  person 
covered 

Mental  disorders 
as  percent  of 
all  conditions 

Inpatient 

S5 10.695,359 

S104.70 

S3 1,728.844 

$6.50 

6.2% 

Outpatient 

40,773,186 

8.36 

86.988 

.02 

0.2 

Total 

S551.468.545 

S1 13.06 

S31.815.832 

'--  — S6V5-2^- 

5.8 

Basic  surgical-medical  benefits 

Inpatient 

SI  95.726.784 

S40.13 

S7.049.806 

S1.45 

3.6 

Outpatient 

102,429,370 

21.00 

85.063 

.02 

.1 

Total 

298.156.155 

61.13 

7.134,869 

1.46 

2.4 

Supplemental  benefits 

S72.024.753 

S14.77 

S28, 079.446 

S5.76 

39.0% 

Total  all  benefits 

S921, 649.453 

S188.95 

S67.030.147 

S13.74 

7.3% 

for  mental  disorders  constituted  7.3  percent  of  benefits 
for  all  conditions,  as  compared  with  7.4  percent  in  1973 
and  7.3  percent  in  1972.  Basic  hospital  benefits  for 
mental  disorders  were  5.8  percent  of  benefits  for  all 
conditions  in  1974,  the  same  as  in  1973  and  less  than  the 
5.9  percent  in  1972.  Basic  surgical-medical  benefits  for 
mental  disorders  were  2.4  percent  of  benefits  for  all 
conditions  in  1974  and  in  1973,  and  2.3  percent  in  1972. 
Supplemental  benefits  for  mental  disorders  were  39.0 
percent  of  those  for  all  conditions,  compared  with  38.4 
percent  in  1973  and  38.7  percent  in  1972. 

Under  the  low  option,  however,  the  percentage  of 
total  benefits  paid  for  mental  conditions  continued  its 
upward  trend.  Total  benefits  for  mental  disorders  consti- 
tuted 5.5  percent  of  those  for  all  conditions,  as  compared 
with  5.2  percent  in  1973,  4.6  percent  in  1972,  and  4.4 
percent  in  1969. 


Looking  in  more  detail  at  trends  in  utilization  under 
the  high  option  (Table  10),  it  will  be  seen  that  the 
hospital  admission  rate  under  basic  benefits  for  mental 
disorders— 5.0  per  1,000  covered  population — was 
slightly  higher  than  in  1973  but  lower  than  in  1972.  The 
proportion  of  admissions  for  mental  disorders  to  all 
admissions  has  stayed  about  the  same.  The  average 
length  of  stay  for  mental  conditions — 17.1  days — was 
lower  in  1974'than  in  1973  and  1972,  and  days  per  1.000 
were  lower  in  1974  than  in  1973  and  1972.  In-hospital 
visit  days  for  mental  disorders  per  1,000  population  were 
higher  than  in  1973  but  lower  than  in  1972. 

Under  supplemental  benefits,  hospital  cases  (claims) 
for  mental  disorders  numbered  1.2  per  1,000  population, 
slightly  lower  than  in  1973  and  1972.  The  proportion  of 
such  cases  to  the  total— 18.3  percent— was  markedly  off 
from  its  peak — 24.3  percent —  in  1972.  Hospital  charges 


TABLE  5 

Utilization  of  Basic  Hospital  Benefits,  Low  Option,  1974 


Number       Number  Average 
of  of  length  of 

admissions       days       stay  (days) 


Covered  Charges 
charges         Charges  per 
(benefitsl        per  day  admission 


Admissions 


Covered 
charges 


All  conditions 

Nonmaternity 

Maternity 
Total 

Per  1,000  covered 
population 

Per  person  covered 

Mental  disorders 
Per  1,000  covered 

population 
Per  person  covered 
Mental  disorders  as 
percent  of  all 
conditions 


Covered  population  (average  for  1974! 


59,637 
4,716 
64,353 


,952 
2.8 


438,967 
14.795 
453,762 

648.0 


6.0% 
700.200 


S34.234.129 
1.410.583 


50.91 
1,872.428 


S77.99 
95.35 
78.55 


S574.04 
299.13 
553.90 


113.243 
113.243 
161.7 

265 
0.4 


S3.241.746  S28.63 


4.63 
6,851 


5 


Ill 

•  M 
M 

91.258,     $1,761,258         S19.30  S2.52 
664             14,551           21.91  .02 
32.974            458.511            13.91  .65 

73,863          1,491,111            20.19  2.13 
62               1,027           16.57  a 

128.980          1.647,216            12.77  2.35 
327,801          5.373,674            16.39  7.67 

327,801          5,373,674            16.39  7.67 
43               2.002           46.56  ' 

31               1,885          60.79  a 
12                  118            9.79  » 

.01%  .04% 

ill 
I! 

u 

$3,872,560         $91.73  $5.53 
558,655           28.90  .80 
1.501,743            34.12  2.14 

198,129           38.84  .28 

25.         25.00                a  / 
145,076            17.09  .21 

 599,503           29.72  .86 

6,875,691            49.35  9.82 

618,184         106.90  .88 
7,493,875           51.65  10.70 

190,359         108.04  .27 

12,920         124.23  .02 
1,677           19.50  a 
114,924          131.04  .16 

60,838           87.54  .09 
2.5% 

1 

••] 

275,692  393.7 

275,692  393.7 
17,601  25.1 

277  .4 
10,537  15.0 
6,787  9.7 

6.4% 

42,216  60.3 
19,333  27.6 
44,010  62.9 

5,101  7.3 

8,488  12.1 
20,169  28.8 
139,318  199.0 

5.783  8.3 
145,101  207.2 

1,762  2J> 

104  .1 
80       *  .1 
877  1.3 

695  1.0 
1.2% 

1 

0 

! 

iliM/jjiijllj 
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TABLE  7 

Utilization  of  Supplemental  Benefits,  Low  Option,  1974 


Charges  lor  covered  services 


Benefits 

Per  1.000  Per  person  per  person 

population  Amount  covered  Per  case  covered 


All  conditions 


Hospital 

3,203 

4.6 

S918.146 

S1.31 

$286.65 

S  .86c 

Physician 

50.836 

72.6 

4.495,597 

6.42 

88.43 

4.19c 

Special  nursing 

393 

.6 

122,124 

.17 

310.75 

.1 1 c 

Drugs 

47,428 

67.7 

2.796,914 

3.99 

58.97 

2.61 c 

Other 

4,944 

7.1 

445.256 

.64 

90.06 

41c 

Total 

106,804 

152.5 

S8. 778.037 

S12.54. 

S82.19 

S8.18 

Covered  by  program 

5,728,497a 

8.18 

8.18 

Patient  paid 

3,049,205a 

4-.35 

Percent  covered  bv  program  —  —  65.3% 


Mental  disorders 


Hospital 

482 

.7 

475.825 

.68 

987.19 

.45c 

Physician 

4,176 

6.0 

932.732 

1.33 

223.36 

.87c 

Special  nursing 

1 1 

777 

70.64 

Drugs 

1,467 

2.1 

92.776 

.13 

63.24 

.09° 

Other 

793a 

1.1 

175.977d 

.25 

221.91 

.16= 

Total 

6,929 

9.9 

1.678,087 

2.40 

242.18 

1.58 

Covered  by  program 

1.103,176a 

1.58 

1.58 

Patient  paid 

575,521a 

.82 

Percent  covered  by  program 

65.7% 

;ntal  disorders  as  percent  of  total 

Hospital 

15.0% 

51.8% 

52.3% 

Physician 

8.2 

20.7 

20.8 

Special  nursing 

2.8 

0.6 

0.6 

Drugs 

3.1 

3.3 

3.4 

Other 

16.0 

39.5 

39.0 

Total 

6.5 

19.1 

19.3 

aDoes  not  add  to  total  because  of  roundmg  at  various  steps. 
"Less  than  $.01. 

cEstimated  by  applying  percent  covered  by  program  for  all  charges, 
includes  charges  of  psychologists. 


TABLE  8 

Summary  of  Benefits  Paid,  Low  Option,  1974 


Covered  charges  or  benefi 


Mental  disorders 

  Mental  disorders 


Per  perron  Per  person  as  percent  of 

Type  of  benefits  Amount  covered  Amount  covered  all  conditions 


Basic  hospital  benefits 


Inpatient 

S35.644.81  2 

550.91 

S1.872.428 

S2.67 

5.3% 

Outpatient 

3.241.746- 

4.63 

6.851 

.01 

0.2 

Total 

S33.886.558 

S55.5^ 

S1.879.279 

S2.68 

4.8 

Basic  surgical-medica!  benefits 

Inpatient 

S7.493.875 

S10.70 

S1 90,359 

S  .27 

2.5 

Outpatient 

5,373,674 

7.67 

2.002 

a 

.04 

Total 

$1  2.367.549 

S18.38 

5192.361 

.27 

1.5 

Supplemental  benefits 

$5,728,497 

S8.18 

$1,103,176 

S1.58 

19.3 

Total  all  benefits 

S57.482.604 

S82.09 

$3,174,816 

$4.53 

5.5% 

'Less  than  $.01. 
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TABLE  9 

Changes  in  Utilization,  All  Benefits,  1966-1974 


High  option 

Basic  hospital  benefits  per  covered  person 
All  conditions 
Mental  disorders 

Mental  disorders  as  percent  of  all  condi' 
Basic  surgical-medical  benefits  per  covered  per 
All  conditions 
Mental  disorders 

Mental  disorders  as  percent  of  ail  condii 
Supplemental  benefits  per  covered  person 
All  conditions 
Mental  disorders* 

Mental  disorders  as  percent  of  all  condii 
All  benefits  per  covered  person 
All  conditions 
Mental  disorders 

Mental  disorders  as  percent  of  all  condn 


19.03 

 .29 

1.5% 

8.11 
1.40 
17.3% 

72.22 
3.50 
4.8% 


10.14 
3.19 
31.4% 

109.98 
7.07 
6.4% 


S97.25 
5.70 
5.9% 


1.19 
2.3% 

13.00 
5.03 
38.7% 

162.21 
11.92 
7.3% 


S102.70 
5.97 


S1 13.05 
6.52 
5.8% 

61.13 
1.46 
2.4% 


5.76 
39.0% 

188.95 
13.74 
7.3% 


Low  option 

Basic  hospital  benefits  per  covered  person 
All  conditions 
Mental  disorders 

Mental  disorders  as  percent  of  all  conditions 

Bas.c  surgical-medical  benefits  per  covered  person 
All  conditions 
Mental  disorders 

Mental  disorders  as  percent  of  all  conditions 
Supplemental  benefits  per  covered  person 
All  conditions 
•  Mental  disorders* 

Mental  disorders  as  percent  of  all  conditions 
All  benefits  per  covered  person 
All  conditions 
Mental  disorders 

Mental  disorders  as  percent  of  all  conditions 


S24.59 

 .70 

2.8% 

8.22 
■03 
1.0% 

2.38 

 .46 

19.2% 


35.19 
1.24 
3.5% 


75.47 
3.90 
5.2% 


S55.54 
2.68 
4.8% 

18.38 

 .27 

1.5% 


8.18 
1.58 
19.3% 

82.09 
4.53 
5.5% 


*ln  1966,  physician  charges  for 
conditions. 


jtpatii 


of  mental  disorders  were  reimbursed  at  only  50  percer 


percent  tor  all 


for  mental  disorders  per  person  covered— S 1 .28  in 
1974 — were  lower  than  in  1973  and  about  the  same  as  in 
1972.  Taken  together  with  per  person  charges  for  hospi- 
tal care  for  mental  disorders  under  basic  benefits,  it  is 
evident  that  most  of  the  hospital  care  for  mental  disor- 
ders was  given  in  general  hospitals  and  member  mental 
hospitals.  Physicians'  cases  (claims)  for  care  of  mental 
disorders  numbered  20.8  per  1.000  in  1974.  compared 
with  19.0  in  1973  and  18.5  in  1972.  Physicians'  charges 
per  covered  person  for  care  of  mental  disorders  (to  all 
intents  and  purposes  this  is  for  care  in  the  office) 
amounted  to  S5.10  per  covered  person  in  1974.  com- 
pared with  S4.77  in  1973  andS4.72in  1972.  Such  charges 
were  46.4  percent  of  physicians'  charges  for  all  condi- 
tions, as  against  48.2  percent  in  1973  and  47.9  percent  in 
1972. 

In  summary,  utilization  of  care  for  mental  disorders 
as  a  percentage  of  utilization  of  care  for  all  conditions 


under  the  high  option  reached  a  peak  in  1972  and  has 
since  leveled  off.  This  is  true  for  both  inpatient  and 
outpatient  care.  Utilization  under  the  low  option  has 
continued  to  increase  and  may  well  continue  to  increase 
until  the  level  of  utilization  as  a  percentage  of  all 
conditions  is  closer  to  that  under  the  high  option. 


UTILIZATION  BY  AGE  AND  SEX.  1973 

In  1974  the  U.S.  Civil  Service  Commission  directed 
the  plan  to  make  special  computer  runs  of  data  under  the 
high  option  plan  in  order  to  provide  the  raw  material  for 
detailed  analyses  of  utilization  of  care  for  mental  condi- 
tions. Printouts  were  made  available  to  the  American 
Psychiatric  Association  by  the  Civil  Service  Commis- 
sion. From  these  printouts  data  were  compiled  under  the 
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Changes  in  Utilization,  High  Option,  Various  Items,  1966-1974 


Utilization 

Item  1966  1969  1972  1973  1974 


Basic  hospital  benefits 

Admission  rate  per  1 ,000  covered  copulation 
All  conditions 
Mental  disorders 

Mental  disorders  as  percent  of  all  conditions 
Rate  of  days  of  care  per  1,000  covered  population 
All  conditions 
Mental  disorders 

Mental  disorders  as  percent  of  all  conditions 
Average  length  of  stay  lin  days) 
All  conditions 
Mental  conditions 


133.6 
3.7 
2.8*? 

97S.9 
58. S 
6.0* 

7.3 
15.S 


130.7 
4.3 
3.3% 

984.7 
69.8 
7.  1% 


131.7 
5.1 
3.9% 

994.6 
89.2 
9.0% 

7.6 
17.6 


131.0 
4.9 
3.8% 

971.7 
86.9 
8.9% 


132.9 
5.0 
18% 

966.9 
86.3 
8.9% 


Basic  surgical-medical  benefits 

In-hospital  visit  days  per  1,000  covered  population 
All  conditions 
Mental  disorders 

Mental  disorders  as  percent  of  all  conditions 
In-hospital  visit-day  benefits  per  visit  day 
All  conditions 
Mental  disorders 


587.9 
48.2 
8.2* 


S6.12 
5.97 


591.3 
57.6 
9.7% 


657.6 
71.7 
10.9% 

S10.96 
16.33 


632.7 
64.6 
10.2% 

S12.24 
19.45 


633.4 
65.8 

ro.4% 

SI  3.44 
21.96 


Supplemental  benefits 

Hospital  cases  per  1,000  covered  population 

All  conditions  13.9 

Mental  disorders  1.6 

Mental  disorders  as  percent  of  all  conditions  7  1.8% 
Hospital  charges  per  covered  person 

All  conditions  S1.42 

Mental  disorders  .62 

Mental  disorders  as  percent  of  all  conditions  437% 
Physician  cases  per  1 ,000  covered  population 

All  conditions  68.S 

Mental  disorders  8.3 

Mental  disorders  as  percent  of  all  conditions  12.  1% 

Physician  charges  per  covered  person 

All  conditions                                                .  S7.09 

Mental  disorders  1.67 

Mental  disorders  as  percent  of  all  conditions  23.6% 


6.3 
1.3 
21.2% 

S1.45 

 .90 

62.3% 

70.6 
13.3 
18.8% 

S8.12 
2.99 
36.8% 


5.4 
1.3 
24.3% 

S1.82 
1.26 
68.4% 

82.8 
18.5 
22.3% 

S9.85 
4.72 
47.9% 


6.0 
1.3 
21.5% 

S2.08 
1.35 
65.0% 

87.6 
19.0 
21.7% 

S9.90 
4.77 
48.2% 


6.7 
1.2 
18.3% 


Si. 96 
1.28 
65.2% 

111.5 
20.8 
18.7% 

S1 1.00 
5.10 
46.4% 


direction  of  the  author  to  show  a)  utilization  by  age  and 
sex  and  by  region,  b)  hospital  admissions  by  duration  of 
stay  and  distribution  of  persons  hospitalized  by  days  of 
care  during  the  year,  and  <r)  distribution  of  persons  with 
physicians'  charges  for  care  of  mental  disorders  under 
supplemental  benefits  by  amount  of  charges.4  The  result- 
ing data  are  set  forth  in  Tables  1 1  to  27  and  are  discussed 
in  this  and  the  following  sections. 

Unfortunately,  the  plan  does  not  have  data'on  the  age 
and  sex  distribution  of  the  covered  population;  it  has 
such  data  only  for  enrolled  employees  and  annuitants. 
i.e..  not  their  dependents.  The  Civil  Service  Commis- 


JSome  of  these  data  are  similar  to  the  special  study  of  the  plan's 
utilization  of  care  for  mental  conditions  that  was  made  for  the  \ear 
1969  and  set  forth  in  L.  S.  Reed.  E.  S.  M\ers.  and  P.  L.  Scheideman- 
dcl:  up.  cit..  pp.  214-226. 


sion's  Office  of  the  Actuary,  using  census  data  on  family 
composition,  made  an  estimate  of  the  distribution  of 
dependents  by  age  and  sex.  It  acknowledges  this  estimate 
to  be  rough  and  possibly  faulty.  The  combined  data  on 
the  distribution  of  the  total  covered  population  by  age 
and  sex,  both  at  the  end  of  1973  and  on  the  average 
during  1973,  are  set  forth  in  Table  11. 

Table  12  shows  utilization  by  age  and  sex  of  inpatient 
hospital  care  for  mental  disorders  under  basic  benefits. 
i.e.,  in  general  hospitals  and  member  mental  hospitals. 
The  admission  rate  was  relatively  very  low— 1.3  per 
1 .000 — for  children,  increased  more  than  six  times  to  8.3 
in  the  age  group  19-34.  peaked  in  the  45-54  age  group  at 
8.9.  declined  to  6.8  among  ages  55  -64,  and  declined  still 
further  to  3.8  among  those  65  and  over.  The  male  rates  for 
ages  19-34  and  35-44  are  probably  faulty  due  to  a  faulty 
estimate  of  the  covered  population— the  rate  for  the  age 
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TABLE  11 


Blue  Cross  and  Blue  Shield  Plan  for  Federal  Employees,  High  Option,  1973 
Enrolled  Population,  by  Age  and  Sex 


Ago 

Male 

Female 

Total 

Male 

Female 

Total 

Employees  and  Annuitants 

End  of  1973 

Total  Covered  Population. 

End  of  1973 

Under  19  (Children) 

0 

0 

- 

1,079,255 

1,041,088 

1  20  343 

247,426 

129,541 

376  967 

294,060 

371,833 

665  893 

35-44 

215,376 

56,663 

272.039 

249,692 

274,532 

524,224 

45-54 

311,061 

101,596 

412,657 

347,351 

350,289 

697,640 

227,997 

100,760 

253,553 

242,508 

496  0G 1 

65  and  over 

94,778 

67,683 

162,461 

107,205 

118,479 

225.684 

All  ages 

1,096,638 

456,243 

1,552,881 

2,331.116 

2,398.729 

4,729.845 

Dependents,  End  of 

1973 

Total  Covered  Population, 

Dunng  1973 

Under  19  (Children) 

1,079,255 

1,041,088 

2,120,343 

1,066,855 

1,029,126 

2,095.981 

19-34 

46,634 

242,292 

288,926 

290,681 

367.561 

658.242 

35-44 

34,316 

217,869 

252,185 

246,823 

271,378 

518.201 

45-54 

36,290 

248,693 

284,983 

343,360 

346,264 

689,624 

55-64 

25.556 

141,748 

167,304 

250,640 

239,721 

490,361 

65  and  over 

12,427 

50,796 

63,223 

105,973 

117,118 

223.091 

All  ages 

1,234,478 

1,942,486 

3,176,964 

2,304,332 

2.371,168 

4,675,500 

group  19-34  is  probably  somewhat  too  high  and  that  for 
age  group  35-44  too  low.  The  rates  for  both  sexes 
together  are  probably  more  reliable  than  the  separate 
rates  for  males  and  females. 

In  every  age  group  the  admission  rate  was  higher 
among  females  than  males,  although  the  difference  was 
insignificant  among  children.  Overall,  the  rate  for  fe- 
males was  33  percent  higher  than  that  for  males. 

The  average  length  of  stay  was  considerably  above 
average  for  children  and  slightly  above  average  for  those 
in  the  19-34  bracket.  It  was  higher  for  males  than 


females  among  children  and  those  in  the  19-34  age 
group,  and  slightly  higher  among  females  than  males  in 
all  other  age  groups.  Overall,  the  average  length  of  stay 
was  almost  the  same  for  males  and  females. 

The  days  of  care  rate,  largely  following  the  admis- 
sions rate,  was  low  among  children,  highest  in  the  19-34 
age  group,  somewhat  lower  among  those  aged  35^4  and 
45-54,  and  then  declined  rapidly  in  the  older  age  groups. 
The  data  may  be  faulty— too  low — for  those  65  and 
over.  An  appreciable  proportion  of  the  enrollees  aged  65 
and  over— perhaps  as  many  as  40  percent— was  also 


TABLE  12 


Blue  Cross  and  Blue  Shield  Plan  for  Federal  Empl  oyees,  High  Option,  1973 
Basic  Inpatient  Hospital  Benefits  for  Mental  Disorders, 
by  Age  and  Sex  (in  General  Hospitals  and  Member  Mental  Hospitals) 


Age 

Male 

Female 

Total 

Male 

Female 

Total 

Admissions- Rate  per  1,000 

Average  Length  of  Stay  (Days) 

Under  19 

1.3 

1.4 

1.3 

27.3 

23.8 

25.5 

19-34 

7.1 

9.2 

8.3 

21.0 

17.7 

19.0 

35-44 

6.3 

10.7 

8.6 

13.6 

15.8 

15.1 

45-54 

7.6 

10.1 

8.9 

13.5 

16.4 

15.2 

55-64 

6.7 

6.9 

6.8 

15.0 

18.1 

16.5 

65  and  over 

3.5 

4.0 

3.8 

17.3 

18.4 

17.9 

All  ages 

4.2 

5.6 

4.9 

17.5 

17.7 

17.6 

Days  of  Care- Rate  per  1,000 

Average  Covered  Charges  per  Covered  Person 

Under  19 

34.7 

34.1 

34.4 

S2.39 

S2.45 

S2.42 

19-34 

149.4 

163.3 

157.2 

10.47 

11.62 

11.1  1 

35-44 

86.4 

169.5 

130.0 

5.82 

11.46 

8.77 

45-54 

103.4 

165.7 

134.7 

7.08 

11.39 

9.24 

55-64 

100.0 

125.6 

112.5 

6.90 

9.16 

8.00 

65  and  over 

60.9 

74.4 

68.0 

2.66 

2.75 

2.71 

All  ages 

73.3 

100.1 

86.9 

4.98 

6.90 

5.95 
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covered  under  Medicare,  and  hence  the  data  may  retlect 
only  days  paid  for  by  the  plan  and  not  by  Medicare 

Covered  charges  per  person  covered  were  low  among 
children,  highest  in  the  1 9  34  age  group,  and  declined  in 
the  next  three  age  groups  (the  figures  for  the  age  group 
35-44  are  possibly  too  low  and  those  for  the  age  group 
19-34  too  high).  The  rate  was  exceedingly  low  for  those 
aged  65  and  over,  and  is  not  a  valid  figure  due  to  the 
factor  mentioned  above. 

Table  13  shows,  by  age  and  sex,  admissions  and  days 
of  care  per  1 ,000  and  covered  charges  per  covered  person 
for  all  conditions  (exclusive  of  maternity)  and  for  mental 
conditions,  and  also  shows  mental  rates  as  a  percent  of 
those  for  all  conditions.  The  data  for  mental  conditions 
as  a  percent  of  all  conditions  are  valid  at  all  ages,  since 
these  are  not  affected  by  the  possibly  faulty  estimates  of 
the  covered  population.  Admissions  for  mental  condi- 
tions as  a  percent  of  those  for  all  conditions  (exclusive  of 
maternity)  were  low  for  children,  were  highest  for  the 
19-34  age  group,  and  then  declined  gradually  to  a  low 
for  the  65-and-over  group.  There  are  no  significant 
differences  in  this  respect  between  the  figures  for  females 


and  males,  though  the  females  had  a  slightly  higher 
proportion  of  mental  admissions  to  those  for  all  condi- 
tions. 

Due  to  the  relatively  long  length  of  stay  for  mental 
conditions  among  children  and  young  adults,  the  days  of 
care  per  1,000  for  mental  conditions  as  a  percent  of  the 
total  were  substantial  for  those  in  the  younger  age 
groups— 14  percent  for  children  and  19  percent  in  age 
group  19-34.  Among  males  19-34.  days  of  care  for 
mental  conditions  comprised  22  percent  of  those  for  all 
conditions.  Since  charges  per  day  of  care  for  mental 
conditions  were  relatively  low  in  comparison  with  those 
for  all  conditions,  covered  charges  per  enrolled  person 
for  mental  conditions  constituted  a  lower  proportion  of 
those  for  all  conditions  than  was  true  for  days  of  care. 
Nevertheless,  covered  charges  for  mental  conditions 
were  ten  percent  of  those  for  all  conditions  among 
children  and  almost  13  percent  among  young  adults.  The 
proportion  gradually  declined  to  1.9  percent  among 
those  aged  65  and  over. 

Table  14  shows  outpatient  admissions  under  basic 
hospital  benefits  and  covered  charges  per  covered  per- 


TABLE  13 


Blue  Cross  and  Blue  Shield  Plan  for  Federal  Employees,  High  Option,  1973 
Hospital  Care  for  Mental  Disorders  as  a  Percent  of  Care  for  All  Conditions, 
by  Age  and  Sex  (Basic  Benefits  Only) 


Male 

Female 

Both  Sexes 

Mental  as 

Mental  as 

Mental  as 

All 

Mental 

percent 

All 

Mental 

percent 

All 

Mental 

percent 

Age 

conditions 

conditions 

of  all 

conditions* 

conditions 

of  all 

conditions* 

conditions 

of  all 

Admisi 

ion  Rates  per  1.000 

Under  19 

53.6 

1.3 

2.4%  . 

47.2 

1.4 

3.0% 

50.5 

1.3 

2.7% 

19-34 

100.3 

7.1 

7.1 

155.3 

9.2 

5.9 

131.0 

8.3 

6.3 

35-44 

105.6 

6.3 

6.0 

185.6 

10.7 

5.8 

147.5 

8.6 

5.8 

45-54 

163.7 

7.6 

4.7 

215.9 

10.1 

4.7 

189.9 

8.9 

4.7 

55-64 

212.8 

6.7 

3.1 

200.1 

6.9 

3.5 

206.6 

6.8 

3.3 

65  and  over 

269.8 

3.5 

1.3 

210.4 

4.0 

1.9 

238.6 

3.8 

1.6 

All  ages 

108.7 

4.2 

3.9 

128.0 

5.6 

4.4 

118.5 

4.9 

4.2 

Days  of  Care-Rate  per  1,000 

Under  19 

268.2 

3^.7 

12.9% 

229.9 

34.1 

14.8% 

249.4 

34.4 

13.8% 

19-34 

692.1 

149.4 

21.6 

944.3 

163.3 

17.3 

832.9 

157.2 

18.9 

35-44 

764.7 

86.4 

11.3 

1.387.5 

169.5 

12.2 

1.090.9 

130.0 

11.9 

45-54 

1,365.0 

103.4 

7.6 

1.799.3 

165.7 

9.2 

1.583.1 

134.7 

8.5 

55-64 

2,060.7 

100.0 

4.9 

1,968.6 

125.6 

6.4 

2,015.7 

112.5 

5.6 

65  and  over 

3.065.4 

60.9 

2.0 

2,472.2 

74.4 

3.0 

2.754.0 

68.0 

2.5 

All  ages 

861.9 

73.3 

8.5 

988.S 

100.1 

10.1 

926.3 

86.9 

9.4 

Covered  Charges  per  Covered  Person 

Under  19 

S27.24 

S2.39 

8.8% 

S23.35 

S2.45 

10.5% 

S25.33 

S2.42 

9.6% 

19-34 

71.25 

10.47 

14.7 

98.65 

11.62 

11.8 

86.55 

11.11 

12.8 

35-44 

80.10 

5.82 

7.3 

138.84 

11.46 

8.3 

110.86 

8.77 

7.9 

45-54 

149.03 

7.08 

4.8 

182.S1 

11.39 

6.2 

165.99 

9.24 

5.6 

55-64 

228.98 

6.90 

3.0 

201.87 

9.16 

4.5 

215.73 

8.00 

3.7 

65  and  over 

174.38 

2.66 

1.5 

108.67 

2.75 

2.5 

139.88 

2.71 

1.9 

All  ages 

85.31 

4.98 

5.8 

93.79 

6.90 

7.4 

89.61 

5.95 

6.6 

•Exclusive  of  maternity. 
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TABLE  14 

Blue  Cross  and  Blue  Shield  Plan  for  Federal  Employees, 
High  Option,  1973 
Basic  Hospital  Outpatient  Benefits  for 
Mental  Disorders,  by  Age  and  Sex 


Age 

Male 

Femalo 

Total 

Admissions- Rate  per  1.000 

Under  19 

0.1 

0.2 

0.2 

19-34 

0.8 

1.1 

1.0 

35-44 

0.6 

1.6 

1.1 

45-54 

0.7 

1.6 

1.1 

55-64 

0.5 

1.3 

0.9 

65  and  over 

0.4 

1.0 

0.7 

All  ages 

0.4 

0.8 

0.6 

Covered  Charges  per  Covered  Person 

Under  19 

a 

19-34 

S0.02 

$0.03 

S0.02 

35-44 

0.02 

0.04 

0.03 

45-54 

0.02 

0.04 

0.03 

55-64 

0.01 

0.03 

0.02 

65  and  over 

0.01 

0.01 

0.01 

All  ages 

0.01 

0.02 

0.01 

aLess  than  one  ha 

f  of  one  cent. 

son.  Both  admission  rates  and  covered  charges  are 
relatively  insignificant;  age  and  sex  variations  are  similar 
to  those  for  inpatient  care. 

Table  15  shows  basic  surgical-medical  benefits  (i.e., 
in-hospital  medical  care)  for  mental  disorders  by  age  and 
sex.  The  variations  by  the  sex  and  age  gToups  show 
about  the  same  pattern  as  those  for  basic  inpatient 
hospital  care.  The  male  rate  for  the  19-34  age  group  is 
probably  somewhat  too  high,  that  for  the  35-44  group 
too  low,  for  the  reasons  mentioned  earlier.  Likewise,  the 
visit  days  and  benefits  for  those  aged  65  and  Qver  are  too 
low  because  some  of  this  group  received  Medicare  bene- 
fits. * 

Table  16  shows  utilization  of  supplemental  benefits 
by  age  and  sex.  Hospital  cases  per  1,000— these  in  effect 
are  claims  and  are  for  care  in  nonmember  mental 
hospitals — follow  the  same  general  pattern  as  for  basic 
hospital  benefits.  Cases  and  charges  were  relatively  low 
for  children,  were  highest  in  the  19  -34  age  group,  fell  off 
in  the  35-54  age  group,  and  then  declined  still  further 
with  advancing  age. 

Utilization  of  physicians'  services— in  effect,  this  is 
care  in  the  office — varied  more  widely  by  age.  Among 
both  sexes  utilization  by  children  was  very  low,  was  at  a 
peak  in  the  19-34  age  group,  was  lower  but  still  relatively 
high  in  the  35^44  age  group,  and  then  declined  rapidly. 
Among  all  age  groups  except  children,  utilization  was 
higher  among  females  than  males.  Total  benefits  paid 
per  person  covered  followed  the  same  pattern. 

Table  17  shows  total  benefits  paid  under  both  basic 
and  supplemental  benefits  by  age  and  sex.  The  age  group 
19-34  was  the  highest  utilizer  of  care  for  mental  condi- 


TABLE  15 

Blue  Cross  and  Blue  Shield  Plan  for  Federal  Employees, 
High  Option,  1973 
Basic  Surgical-Medical  Benefits  for 
Mental  Disorders,  by  Age  and  Sex 


Age 

Male 

Female 

Total 

In-Hospital  Medical  Claims  per  1,000 

Under  19 

1.3 

1.5 

1.4 

19-34 

7.7 

9.7 

8.8 

35-44 

6.6 

11.8 

9.3 

45-54 

7.4 

11.4 

9.4 

55-64 

6.4 

7.9 

7.2 

65  and  over 

3.3 

4.3 

3.8 

All  ages 

4.2 

6.2 

5.2 

Visit  Days  per  1,000 

Under  19 

24.5 

26.2 

25.4 

19-34 

103.7 

123.9 

115.0 

35-44 

70.4 

131.4 

102.4 

45-54 

76.8 

125.7 

101.3 

55-64 

70.4 

94.4 

82.2 

65  and  over 

35.7 

51.8 

44.1 

All  ages 

52.7 

76.1 

64.6 

Benefi 

is  Paid  per  Covered  Person 

Under  19 

S0.45 

SO.  50 

S0.47 

19-34 

2.14 

2.52 

2.35 

35-44 

1.39 

2.72 

2.09 

45-54 

1.49 

2.61 

2.05 

55-64 

1.36 

1.85 

1.60 

65  and  over 

0.50 

0.72 

0.62 

All  ages 

1.02 

1.52 

1.28 

tions,  followed  by  the  age  group  35-44,  with  utilization 
much  lower  among  those  in  the  older  age  groups.  At  all 
ages  except  among  children,  females  utilized  more  care 
than  males. 

The  reader  who  is  especially  interested  in  the  valla- 
te m  in  utilization  by  age  and  sex  would  do  well  to  com- 
pare the  utilization  pattern  here  presented  with  that 
shown  for  1969  in  the  Reed,  Myers,  and  Scheidemandel 
report.  In  that  report  a  different  method  was  used  in  es- 
timating the  age  and  sex  distribution  of  dependents.  The 
relationships  in  the  utilization  rates  of  the  1 9-34  and  35- 
44  age  groups  are  somewhat  different  from  those  shown 
here,  but  overall  the  general  pattern  was  the  same. 


UTILIZATION  BY  REGION,  1973 

There  are  wide  variations  in  utilization  of  care  for 
mental  disorders  by  geographic  area,  i.e..  census  divi- 
sion.5 It  would  be  interesting  to  explore  these  differences 


'  The  nine  census  divisions  consist  of  the  following  suites 

Wm  Ijiglwul.  Maine.  Massachusetts.  Rhode  Island.  Vermont.  New 

Hampshire,  and  Connecticut. 
Middle  Atlantic:  New  York.  New  Jersey,  and  Pennsylvania 
Smith  Atlantic.  District  ol  Columbia.  Delaware.  Maryland.  Virginia. 

West  Virginia.  North  Carolina.  South  Carolina.  Georgia,  and 

Florida. 
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TABLE  16 


Blue  Cross  and  Blue  Shield  Plan  for  Federal  Employees,  High  Option,  1973 
Supplemental  Benefits  for  Mental  Disorders,  by  Age  and  Sex 


Age 

Males 

Females 

Total 

Males 

Females 

Total 

Hospital  Cases  per  1 ,000  Population 

Hospital  Charges  per  Person  Covered 

Under  19 

19-34 

2.9 

2.4 

2.6 

3.75 

2.28 

2.93 

35-44 

1.2 

2.1 

1.7 

0.92 

1.55 

1.25 

45-54 

1.2 

2.2 

1.7 

1.02 

1.92 

1.47 

55-64 

1.1 

1.5 

1.3 

1.02 

1.60 

1.30 

65  and  over 

0.8 

1.0 

0.9 

1.02 

1.29 

1.16 

ages 

1.2 

1.4 

1.3 

1.34 

1.36 

1.35 

Physicians'  Set 

vices-Cases  per 

1,000  Population 

j  Physicians' 

Charges  per 

Person  Covered 

Under  19 

4.8 

6.0 

$1.61 

$1.10 

S1 .36 

19-34 

44.9 

59.1 

52.8 

13.85 

15.95 

15.02 

35-44 

32.7 

44.0 

38.6 

9.38 

10.64 

10.04 

45-54 

17.3 

26.3 

21.8 

3.78 

5.50 

4.65 

55-64 

8.7 

13.7 

11.1 

1.62 

2.70 

2.15 

65  and  over 

3.2 

5.7 

4.5 

0.37 

0.53 

0.46 

All  ages 

16.1 

21.8 

19.0 

4.26 

5.27 

4.77 

7bra/  Supplemental  Benefits  Paid  by  Program  per  Person  Covered 

Males 

Females 

Total 

Under  19 

$2.45 

$1.71 

$2.08 

19-34 

15.01 

15.80 

15.45 

35-44 

8.78 

10.77 

9.82 

45-54 

4.14 

6.83 

5.49 

55-64 

2.33 

3.91 

3.10 

65  and  over 

1.42 

2.30 

1.88. 

All  ages 

4.90 

5.93 

5.42 

in  depth  and  find  the  reasons  for  them.  However,  limi- 
tations of  time  and  money  permit  no  more  than  a  pre- 
sentation of  the  basic  figures. 

Hospital  admissions  under  basic  hospital  benefits 
(i.e.,  in  general  hospitals  and  member  mental  hospitals) 
varied  from  a  low  of  2.6  (per  1,000  population)  in  the 
New  England  region  and  3.5  in  the  Middle  Atlantic 
region  to  a  high  of  7.5  in  the  West  North  Central  states 
and  6.9  in  the  East  South  Central  states,  with  virtually 
the  same  figure  (6.8)  in  the  West  South  Central  states 
(Table  18).  These  rates  may  be  affected  somewhat  by  the 
extent  to  which  mental  hospitals  in  the  various  regions 
are  or  are  not  member  hospitals  of  the  local  Blue  Cross 
plans.  The  average  length  of  stay  varied  less  widely, 
ranging  from  a  low  of  13.9  days  in  the  Mountain  states 
to  a  high  of  22.1  in  the  Middle  Atlantic  states.  Days  of 
care  per  1,000  population  were  lowest  in  New  England 
(48.3),  next  lowest  in  the  Pacific  states  (72.9)  and  Middle 
Atlantic  states  (77.4).  Days  of  care  were  highest  in  the 


£<ia7  Worth  Central  Ohio.  Indiana.  Illinois.  Michigan,  and  W  isconsin 
East  South  Central:  Kentucky.  Tennessee.  Alabama,  and  Missis- 
sippi. 

West  Worth  Central:  Minnesota.  Iowa.  Missouri.  North  Dakota.  South 
Dakota.  Nebraska,  and  Kansas 

H'esl  South  Central:  Arkansas.  Louisiana.  Oklahoma,  and  Texas. 

Mountain:  Montana.  Idaho.  Wyoming.  Colorado.  New  Mexico.  Ari- 
zona. Utah,  and  Ne\ada. 

Pacific:  California.  Washington.  Oregon.  Alaska,  and  Hauaii 


West  North  Central  and  West  South  Central  states 
— both  a  little  over  125  days. 

Hospital  care  benefits  per  person  covered  were  lowest 
in  New  England  (S3. 96),  with  the  Pacific,  Mountain, 
South  Atlantic,  and  Middle  Atlantic  states  all  in  the 
S5.51-S5.72  range.  Benefits  per  person  covered  were 
highest  in  the  West  North  Central  and  West  South 
Central  areas— S7. 80  and  S7.45  respectively. 

Basic  surgical-medical  benefits  per  covered  person 
varied  quite  widely  from  a  low  of  S.27  in  the  New- 
England  states  to  a  high  of  S2.43  in  the  West  South 
Central  states. 

TABLE  17 

Blue  Cross  and  Blue  Shield  Plan  for  Federal  Employees, 
High  Option,  1973 
All  Benefits  Paid  for  Mental  Disorders  per 
Person  Covered,  by  Age  and  Sex 


Age 

Male 

Female 

Total 

Under  19 

S5.29 

54.67 

S4.98 

19-34 

27.63 

29.96 

28.93 

35-44 

16.01 

24.99 

20.71 

45-54 

12.73 

20.87 

16.82 

55-64 

10.60 

14.95 

12.73 

65  and  over 

4.59 

5.79 

5.22 

All  ages 

10.91 

14.37 

12.67 

13 
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.^uppiemeniai  neneius  paia  per  person-  sucn  oeneius 
an?  mainly  tor  care  in  physicians'  offices  and  hospital 
care  in  nonmember  menial  hospitals  varied  in  quite 
different  ways  from  the  utilization  of  hospital  care  under 
basic  benefits.  These  supplemental  benefits  were  lowest 
in  the  East  South  Central  states  (SI. 22  per  person 
covered),  and  next  lowest  in  the  East  North  Central. 
Mountain,  and  West  North  Central  states  (S2.46-S2. 67). 
Benefits  were  highest  in  the  South  Atlantic  region — 
$9.64  per  covered  person,  with  a  figure  of  S  13.00  in  the 
area  comprised  of  the  District  of  Columbia.  Maryland, 
and  Virginia  and  S2.14  in  the  other  states  of  the  South 
Atlantic  region.  (Separate  figures  were  compiled  for  the 
District  of  Columbia.  Maryland,  and  Virginia  because  of 
the  large  numbers  of  federal  employees  in  these  jurisdic- 
tions, concentrated  largely,  of  course,  in  the  District  of 
Columbia  metropolitan  area:  separate  data  for  the  latter 
area  by  itself  could  not  be  compiled.)  Supplemental 
benefits  were  next  highest  in  the  New  England  region 
(S6.07  per  person),  followed  by  the  Pacific  states  (S5.31). 

There  is  some  indication  from  these  figures  that 
states  with  relatively  high  utilization  of  hospital  care  ben- 
efits for  mental  conditions  are  low  utilizers  of  care  in  phy- 
sicians' offices  for  these  conditions,  and  vice  versa.  At 
any  rate,  there  is  an  indication  that  areas  with  above  av- 
erage utilization  of  office  care  for  mental  disorders  are 
moderate  or  low  utilizers  of  hospital  care  for  these  condi- 
tions. 

Total  benefits  (basic  and  supplemental  together;  for 
mental  disorders  per  covered  person  were  highest  by  far 
in  the  South  Atlantic  division  (S  16.82— S20.86  for  the 
District  of  Columbia.  Maryland,  and  Virginia  area  and 
S7.77  for  the  other  states  in  the  division),  follow  ed  by  the 
West  South  Central  states  (S13.ll).  Total  benefits  were 


lowest  in  me  tast  ^ouin  central  ana  Mountain  states 
(S8.68  and  S9.48  respectively). 

Tables  19  and  20  shed  a  little  more  light  on  variations 
in  regional  utilization  of  care  for  mental  conditions,  or 
perhaps  merely  show  how  complex  the  situation  is. 
Hospital  admissions  and  days  of  care  for  mental  condi- 
tions under  basic  benefits  were  above  average  in  the 
West  North  Central.  East  South  Central,  and  West 
South  Central  states.  But  these  regions  were  also  charac- 
terized by  hospital  utilization  rates  for  all  conditions  that 
were  much  above  average  (Table  19).  The  variation  in 
hospital  utilization  rates  for  all  conditions  among  the 
different  regions  raises,  it  would  seem,  almost  as  much 
question  as  the  variation  in  utilization  rates  for  mental 
conditions. 

Charges  per  covered  person  for  physicians'  services 
for  care  of  mental  disorders  under  supplemental  benefits 
varied  widely  from  region  to  region.  (These  are  reim- 
bursable charges  before  application  of  the  deductible 
and  coinsurance.)  They  were  highest  by  far  in  the  South 
Atlantic  region— an  average  of  $8.71  for  the  region,  but 
SI  1.82  in  the  District  of  Columbia,  Maryland,  and 
Virginia  area  and  SI. 74  in  the  other  states  in  the  region. 
They  were  next  highest  in  the  Pacific  and  Middle 
Atlantic  states  (S5.30  and  S4.58  respectively).  Both  of 
these  regions  have  relatively  large  numbers  of  psychia- 
trists in  relation  to  population,  and  the  District  of 
Columbia  metropolitan  area  has  one  of  the  highest 
ratios  of  psychiatrists  to  population  among  all  metro- 
politan areas  in  the  country. 

The  areas  with  the  lowest  charges  per  covered  person 
were  the  East  South  Central  and  West  North  Central 
states,  S.90  and  SI. 81.  Charges  for  physicians'  care  of 
mental  conditions  under  supplemental  benefits  com- 


TABLE  19 

Blue  Cross  and  Blue  Shield  Plan  for  Federal  Employees,  High  Option,  1973 
Basic  Hospital  Benefits  for  All  and  for  Mental  Conditions,  by  Region 


All 

Menu 

1       Mental  as 

All 

Mental 

Mental  as 

All 

Mental 

Mental  as 

Region 

condi- 

cond 

percent 

condi- 

condi- 

percent 

condi- 

condi- 

percent 

(census  division) 

tions 

of  all 

tions 

tions 

of  all 

tions 

tions 

of  all 

Hospital  Admissions- 

Rate  per  1.000 

Days  of  Care- Rate  per  1,000 

Covered  Charges  per  Covered  Person 

New  England 

106.4 

2.6 

2.4% 

906.7 

48.3 

5.3% 

S10Z26 

S3.95 

3.9% 

Middle  Atlantic 

101.1 

3.5 

3.5 

941.0 

77.4 

8.2 

100.98 

5.71 

5.7 

East  North  Central 

108.0 

4.2 

3.9 

944.5 

83.6 

9.4 

96.44 

6.94 

7.2 

West  North  Central 

136.9 

7.5 

5.5' 

1,047.1 

125.9 

12.0 

89.51 

7.78 

8.7 

South  Atlantic 

112.4 

4.6 

4. 1 

881.2 

79.8 

9.1 

82.30 

5.64 

6.8 

D.C.,  Md„  and  Va. 

199.1) 

(3.81 

(3.81 

(815.0) 

(80.0) 

(9.3) 

(80.94) 

(6.141 

(7.6) 

Other  South 

Atlantic  states 

(142.2) 

(6.3) 

14.5) 

(1.029.6) 

(79.4) 

(7.7) 

(85.33) 

(4.50) 

(5.31 

East  South  Central 

148.3 

6.9 

4.7 

1.1 10.0 

102.3 

9.2 

90.01 

5.86 

6.5 

West  South  Central 

153.6 

6.8 

4.4 

1,090.7 

125.3 

11.5 

:  92.10 

7.44 

8.1 

Mountain 

124.9 

6.4 

5.1 

829.6 

88.9 

10.7 

79.45 

5.54 

7.0 

Pacific 

117.5 

4.5 

3.8 

793.9 

72.9 

9.2 

96.93 

5.49 

5.7 

All  United  States 

119.4 

5.0 

4.2 

933.1 

87.8 

9.4 

90.46 

6.02 

6.7 

1 5 
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TABLE  20 
Blue  Cross  and  Blue  Shield  Plan  for  Federal 
Employees,  High  Option,  1973 
Charges  for  Physicians'  Services  Under  Supplemental 
Benefits,  All  and  Mental  Conditions,  by  Region 


Charges  par  Person  Covered 

Mental  as 

Region  All  Mental  percent 

(census  division)  conditions        conditions  of  all 


New  England 

S7.81 

S3.98 

50.9% 

Middle  Atlantic 

9.38 

4.58 

48.8 

East  North  Central 

6.34 

2.41 

38.0 

West  North  Central 

6.34 

1.81 

28.6 

South  Atlantic 

13.68 

8.71 

63.7 

D.C.,  Md.,  and  Va. 

(16.90) 

(11.82) 

169.9) 

Other  South 

Atlantic  states 

(6.45) 

(1.74> 

(27.0) 

East  South  Central 

5.64 

0.90 

15.9 

West  South  Central 

8.91 

2.41 

27.0 

Mountain 

7.59 

2.57 

33.8 

Pacific 

14.07 

5.30 

37.7 

All  United  States 

9.98 

4.82 

48.3% 

prised  almost  70  percent  of  all  charges  for  physicians' 
care  under  supplemental  benefits  in  the  District  of 
Columbia,  Maryland,  and  Virginia  area.  The  next  high- 
est such  ratio  was  in  the  New  England  states — 50.9 
percent. 

The  regional  pattern  of  utilization  found  in  this  study 
was  quite  similar  to  that  found  in  1969,  as  set  forth  in  the 
Reed,  Myers,  and  Scheidemandel  report. 


DURATION  OF  HOSPITAL  STAY 

Table  21  shows  the  distribution  of  admissions,  days  of 
care,  and  covered  charges  for  mental  disorders  under 
basic  hospital  benefits  according  to  duration  of  stay. 

Of  all  admissions  of  both  sexes.  17.6  percent  had  a 
stay  of  one  to  three  days,  and  28.3  had  stays  of  four  to 
nine  days.  Of  the  remainder,  38.2  percent  had  stays  of 
ten  to  30  days,  12.9  percent  had  stays  of  31  to  70  days, 
and  3.0  percent  stayed  71  or  more  days. 

Of  the  total  days  of  care,  51.1  percent  resulted  from 
stays  of  30  or  fewer  days,  31.7  percent  from  stays  of  3 1  to 
70,  and  17.1  percent  from  stays  of  longer  than  70  days. 

Some  local  Blue  Cross  plans  (as  well  as  other  insur- 
ers) place  special  limits  on  hospital  care  for  mental 
conditions.  It  is  possible  to  compute  from  this  table  the 
effect  in  savings  of  days  or  covered  charges  of  any 
limitation  that  might  be  placed  upon  length  of  stay.  For 
example,  limiting  benefit  days  to  no  more  than  70  in  any 
admission  would  reduce  total  days  paid  for  by  five 
percent. 

Table  22  shows  a  similar  distribution  of  admissions, 
days  of  care,  and  covered  charges  under  basic  hospital 


benefits  for  all  conditions,  by  duration  >l  stay,  so  ilN  t„ 
permit  a  comparison  of  mental  and  all  conditions. 

Some  Blue  Cross  plans  (and  other  insurance  plans),  in 
order  to  reduce  their  potential  costs  lor  mental  condi- 
tions, limit  benefits  to  no  more  than  a  certain  number  of 
days  per  year.  Table  23  sheds  light  on  the  effect  of  such 
limitations  in  reducing  days  of  care  for  which  a  plan 
might  be  responsible.  It  shows  the  distribution  of  differ- 
ent persons  who  had  any  inpatient  care  for  mental 
conditions  under  basic  hospital  benefits  by  total  number 
of  days  of  care  during  the  year. 

There  were  23,053  admissions  for  mental  conditions 
(Table  21)  during  the  year.  Table  23  shows  that  the 
number  of  different  persons  hospitalized  was  17.092. 
indicating  that  5,961  or  26  percent  of  the  admissions 
were  admissions  of  persons  previously  admitted  that 
year.  Of  the  total  number  of  persons  hospitalized  for 
mental  conditions,  20.4  percent  had  one  to  four  days  of 
such  hospital  care  during  the  year,  56.2  percent  had  a 
total  of  five  to  30  days,  17.0  percent  a  total  of  31  to  70 
days,  and  6.4  percent  had  71  or  more  days  of  care  during 
the  year.  Persons  with  30  or  fewer  days  of  care  for 
mental  conditions  during  the  year  were  responsible  for 
35.6  percent  of  the  total  days  of  care  for  all  patients, 
those  with  31  to  70  days  had  31.9  percent  of  total  days, 
and  those  with  71  or  more  days  of  care  used  32.4  percent 
of  the  total  days  of  care.  It  may  be  calculated  that 
limiting  benefits  to  no  more  than  70  days  of  care  in  a 
year  would  have  reduced  total  benefit  days  by  about  13.7 
percent. 


DISTRIBUTION  OF  DIFFERENT  PERSONS  WITH 
PHYSICIANS'  CHARGES  FOR  OFFICE  CARE  OF 
MENTAL  DISORDERS  BY  AMOUNT  OF 
CHARGES 

This  section  presents  data  on  the  distribution  of 
persons  who  under  supplemental  benefits  submitted 
claims  for  reimbursement  of  physicians'  charges  for  care 
of  mental  disorders  by  amount  of  such  charges.  From 
the  data,  inferences  can  be  made  as  to  distribution  of 
patients  by  number  of  office  visits.  The  data  are  for  the 
high  option  and  relate  only  to  services  of  physicians 
— they  do  not  include  charges  of  psychologists. 

It  will  be  recalled  that  the  plan  under  its  high  option 
supplemental  benefits  paid  80  percent  of  charges,  in 
excess  of  a  deductible  of  SI00  per  person  per  year,  for 
physicians'  services  and  hospital  care  not  covered  under 
basic  benefits  and  for  drugs,  special  nursing,  and  certain 
other  items  of  care.  Since  charges  for  physicians'  services 
for  in-hospital  care  were  paid  under  basic  surgical- 
medical  benefits,  and  since  in  virtually  all  jurisdictions  in 
1973  the  plan  paid  physicians  on  the  basis  of  usual, 
customary,  and  reasonable  charges,  it  may  be  assumed 
that  these  charges,  for  all  practical  purposes,  were  paid 
in  full  and  that  only  negligible,  if  any,  charges  for 
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TABLE  21 

Blue  Cross  and  Blue  Shield  Plan  for  Federal  Employees,  High  Option,  1973 
Admissions,  Days  of  Care,  and  Total  Covered  Charges  for  Mental  Conditions, 
by  Duration  of  Stay  and  Sex  (Basic  Hospital  Benefits  Only) 


Percent     Cumulative  Number  or      Percent     Cumulative  Number  or     Percent  Cumulativ 

of  total        percent  amount        of  total       percent  amount       of  total  percent 


Admissions 


1  day 

569 

5.9% 

5.9% 

887 

6.6% 

6.6% 

1.456 

6.3% 

6.3% 

2  days 

557 

5.8 

11.7 

677 

5.1 

11.7 

1.234 

5.4 

11.7 

3  days 

656 

6.8 

18.4 

719 

5.4 

17.0 

1,375 

6.0 

17.6 

4-5  days 

1,148 

11.9 

30.3 

1,480 

11.1 

28.1 

2,628 

11.4 

29.0 

6-9  days 

1,737 

18.0 

48.3 

2.148 

16.0 

10-14  days 

1,365 

14.1 

62.4 

1,924 

14.4 

58.5 

3^289 

14.3 

60.2 

15-30  days 

2,136 

22.1 

84.5 

3,384 

25.3 

83.8 

5,520 

23.9 

84.1 

31—70  days 

'•I?!! 

12.  1 

96.6 

1.816 

136 

97.3 

2,982 

12.9 

97.0 

71-1 20  days 

256 

2.6 

99.3 

306 

23 

99.6 

562 

2.4 

99.5 

1 21  days  and  over 

0.7 

100.0 

51 

0.4 

100.0 

122 

0.5 

100.0 

Total 

9,661 

100.0 

100.0 

13.392 

100.0 

100.0 

23,053 

10O.0 

100.0 

Davs  of  Cats 

1  day 

554 

0.3% 

0.3% 

872 

0.4%  • 

0.4% 

1,426 

0.4% 

0.4% 

2  days 

1,114 

0.7 

1.0 

1,354 

0.6 

0.9 

2,468 

0.6 

1.0 

3  days 

1,968 

1.2 

22 

2,157 

0.9 

1.8 

4,125 

1.0 

2.0 

4-5  days 

5,150 

3.1 

5.2 

6,598 

2.8 

4.6 

1 1 .748 

2.9 

4.9 

6-9  days 

12,704 

7.5 

12.7 

15,911 

6.7 

11.3 

28,615 

7.0 

11.9 

10-14  days 

16.221 

9.6 

22.3 

22,876 

9.6 

21.0 

39,097 

9.6 

21.5 

15-30  days 

46.448 

27.5 

49.9 

73,735 

31.1 

52.0 

120,183 

29.6 

51.1 

31-70  days 

50.216 

29.7 

79.6 

78,677 

33.2 

85.2 

128,893 

31.7 

82.9 

71-120  days 

23,188 

13.7 

933 

26,939 

11.4 

96.6 

.  50,127 

12.3 

95.2 

121  days  and  over 

11.236 

6.7 

100.0 

8,175 

3.4 

100.0 

19,411 

4.8 

100.0 

Total 

168.799 

100.0 

100.0 

237,294 

100.0 

100.0 

406,093 

100.0 

100.0 

Total  Covered  Charges 

1  day 

S61.953 

0.5% 

0.5% 

S97.556 

0.6% 

0.6% 

S1 59,509 

0.6% 

0.6% 

2  days 

107,386 

0.9 

1.5 

140,277 

0.9 

1.5 

247.663 

0.9 

1.5 

3  days 

164.199 

1.4 

2.9 

183,950 

1. 1 

2.6 

348,149 

1.3 

2.7 

4-5  days 

407.692 

3.6 

6.5 

513.113 

3.1 

5.7 

920.805 

3.3 

6.0 

6-9  days 

912.299 

8.0 

14.4 

1.161,414 

7.1 

12.8 

2.073.713 

7.4 

13.5 

10-14  days 

1,103.136 

9.6 

24.0 

1,594,211 

9.7 

22.5 

2,697.347 

9.7 

23.2 

15-30  days 

3.148.394 

27.4 

51.5 

5,042.775 

30.8 

53.4 

8.191.169 

29.4 

52.6 

31-70  days 

3,476.537 

30.3 

81.8 

5.486.927 

33.5 

86.9 

8,963.464 

32.2 

84.8 

71-120  days 

1,554.323 

13.5 

95.3  # 

1,804,141 

11.0 

97.9 

3,358,464 

12.1 

96.8 

1  21  days  and  over 

538.239 

4.7 

100.0  ' 

343.581 

2. 1 

100.0 

881,820 

3.2 

100.0 

Total 

1  1.474.158 

100.0 

100.0 

16.367,945 

WOO 

100.0 

27,842,103 

100.0 

100.0 

inpatient  care  were  submitted  for  reimbursement  under 
supplemental  benefits.  Hence  for  all  practical  purposes 
the  data  represent  different  persons  with  charges  for 
outpatient  psychiatric  care. 

Table  24  shows  the  distribution  of  enrollees.  spouses, 
nonspouse  dependents  (children),  and  all  participants  by 
amount  of  charges  in  1973.  The  significant  data  are  for 
all  participants.  In  1973  there  were  29,541  different 
persons  out  of  the  covered  population  of  4,673.500  who. 
on  claims  submitted  under  supplemental  benefits,  had 
charges  for  physicians'  care  of  mental  disorders.  These 
persons  constituted  6.3  per  1.000  of  the  covered  popula- 
tion, or  0.6  of  one  percent.  Total  covered  charges 
amounted  to  S22.357J02.  (Total  benefits  payable  would 
be  something  less  than  80  percent  because  of  the  S100 
deductible.)  These  covered  charges  amounted  to  S4.78 
per  person  of  the  covered  population.  It  should  be 


understood  that  the  number  of  persons  incurring  physi- 
cians' charges  for  outpatient  care  of  mental  disorders 
and  the  total  of  such  charges  were  slightly  larger  than 
these  figures  indicate,  since  if  a  person  had  only  one  or 
two  visits  to  a  psychiatrist,  incurred  charges  of  less  than 
S100,  and  had  no  other  charges  for  physicians'  care  for 
other  conditions  or  for  drugs,  etc.,  making  his  total 
reimbursable  charges  less  than  SI 00.  he  would  probably 
not  submit  a  claim,  or.  if  he  did.  the  claim  would  not 
appear  in  these  statistics.  Also,  the  data  include  only  that 
portion  of  charges  judged  to  be  reimbursable,  i.e..  any 
part  of  a  physician's  charge  considered  to  be  in  excess  of 
the  usual,  customary,  and  reasonable  charge  for  the 
service  would  not  be  included. 

Of  all  persons  with  physicians'  charges  for  mental 
disorders  under  supplemental  benefits,  62.2  percent  had 
charges  of  less  than  S500.  Assuming  an  average  charge  of 
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Blue  Cross  and  Blue  Shield  Plan  for  Federal  Employees,  High  Option,  1973 
Admissions,  Days  of  Care,  and  Covered  Charges  for  All  Conditions,* 
by  Duration  of  Stay  (Basic  Hospital  Benefits  Only) 


Duration  of  stay 


Cumulative 
Percent  percent 


Cumulative 
Number       Percent  percent 


Covered  Charges 


Amount 
(000)  Percent 


Cumulative 
percent 


1  day 

54,527 

9.8% 

9.8% 

49,710 

1.1% 

1.1% 

S9.963 

2.4% 

2.4% 

2  days 

86,470 

15.6 

25.5 

172,940 

4.0 

5.1 

24,062 

S.7 

8.1 

3  days 

58,810 

10.6 

36.1 

176.430 

4.  1 

9.2 

20.242 

4.8 

13.0 

4-5  days 

93,722 

16.9 

53.0 

418,171 

9.7 

18.9 

42,078 

10.0 

23.0 

6-9  days 

123.120 

22.2 

75.2 

901.663 

20.8 

39.7 

85,436 

20.4 

43.4 

10-14  days 

66,902 

12.1 

87.3 

778.079 

18.0 

57.7 

73,511 

17.5 

60.9 

15-30  days 

55,607 

10.0 

97.3 

1,119,050 

25.8 

83.5 

105,660 

25.2 

86.2 

31-70  days 

13,250 

2.4 

99.7 

554,558 

12.8 

96.3 

48,555 

11.6 

97.7 

71-120  days 

1,356 

0.2 

99.96 

119,023 

2.7 

99.0 

8.075 

99.7 

121  days  and  over 

241 

<0.05 

100.0 

41,212 

1.0 

100.0 

1,397 

0.3 

100.0 

Total 

554,005 

100.0 

100.0 

4,330,836 

100.0 

100.0 

418.979 

100.0 

100.0 

'Exclusive  of  mat 


S35  per  visit,  they  probably  had  less  than  14  or  15  visits 
during  the  year.  Their  charges  amounted  to  15.2  percent 
of  the  total  charges.  Another  28.5  percent  had  charges  of 
S500  to  S  1,999,  or  roughly  between  14  and  57  visits 
during  the  year.  The  charges  of  this  group  amounted  to 
38.3  percent  of  the  total  charges.  Another  7.2  percent 
had  charges  of  S2.000  to  S4.999  during  the  year,  or 
roughly  from  about  57  to  143  visits  during  the  year.  The 
charges  of  this  group  amounted  to  29.1  percent  of  the 
total  charges.  Finally,  2.0  percent  had  charges  of  S5.000 
and  over  (running  up  to  one  person  w  ith  total  charges  of 


515,572).  Their  charges  amounted  to  17.4  percent  of  all 
physicians'  charges  for  mental  disorders  under  supple- 
mental benefits. 

The  average  charge  per  person  with  charges  was 
S756.82;  the  median  charge  was  S383.66,  i.e.,  one  half  of 
the  persons  had  charges  under  and  one  half  over  this 
amount. 

The  separate  data  for  enrollees  (i.e..  the  subscribing 
employee  or  annuitant),  spouses  of  enrollees,  and  non- 
spouse  dependents  (children  under  19,  or  over  19  if 
attending  school)  indicate  that  relatively  fewer  of  the 


TABLE  23 

Blue  Cross  and  Blue  Shield  Plan  for  Federal  Employees,  High  Option,  1973 
Distribution  of  Different  Persons  by  Number  of  Days  of 
Inpatient  Stay  Under  Basic  Hospital  Benefits 


Different 

Total 

Total 

persons 

days 

Days  per 

covered 

Duration  of  stay 

Number 

Percent 

Number 

Percent 

person 

charges 

1  day 

904 

5.3% 

904 

0.2% 

1.0 

S1 03.329 

2  days 

800 

4.7 

1.600 

0.4 

2.0 

163.021 

3-4  days 

1.788 

10.5 

6,244 

1.5 

3.5 

527.459 

5-9  days 

3,357 

19.6 

22,932 

5.6 

6.8 

1.727,121 

10-14  days 

2.229 

13.0 

26.492 

6.5 

11.9 

1,874,157 

15-30  days 

4,024 

23.5 

86.948 

21.4 

21.6 

5,926.814 

31-45  days 

1,687 

9.9 

62.370 

15.3 

37.0 

4.253,552 

46-50  days 

367 

2.1 

17.629 

4.3 

48.0 

1.165.177 

51-70  days 

845 

4.9 

50.077 

12.3 

59.3 

3.468,700 

71-120  days 

720 

4.2 

64.696 

15.9 

89.9 

4.286.199 

121-240  days 

312 

1.8 

50.071 

12.3 

160.5 

3.325.512 

241-360  days 

53 

0.3 

15.019 

3.7 

283.4 

922.487 

Over  360  days 

6 

a 

2,184 

0.5 

364.0 

156.778 

Total 

17,092 

100.0 

407,166 

100.0 

23.8 

27.900.306 

'Less  than  one  tenth  of  one  percent. 
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TABLE  24 

Blue  Cross  and  Blue  Shield  Plan  for  Federal  Employees,  High  Option,  1973 
Distribution  of  Different  Persons  with  Physicians'  Charges  for  Care  of 
Mental  Disorders  Under  Supplemental  Benefits,  by  Amount  of  Charges 


Nonspouse  dependents 


All  participants 


Amount  of 

Number  of 

Amount 

Number  of 

Amount 

Number  of 

Amount 

Number  of 

Amount 

charges 

persons 

covered 

persons 

covered 

persons 

covered 

persons 

covered 

Under  S100 

2,390 

S1 13.319 

2.341 

SI  1 1 .723 

1,217 

S57.761 

5,948 

S282.803 

S100-  499 

4,732 

1,191,114 

4,468 

1,101,255 

3,240 

828,519 

12,440 

3.120,888 

$500-  999 

1,929 

1,384,817 

1.554 

1,105,338 

1.251 

893,624 

4,734 

3.383,779 

Si  000-  1.999 

1,731 

2,461,901 

1,124 

1,562,020 

836 

1,160,473 

3,691 

5.184,394 

$2  000-  2,999 

618 

1,510,371 

345 

844,195 

200 

479.252  ' 

1,163 

2,833.818 

S3. 000-  4,999 

581 

2.214,137 

294 

1,090,205 

98 

366,974 

973 

3!671,316 

Sb.000-  6.999 

289 

1.707.075 

87 

514.861 

42 

238,491 

418 

2,460.427 

S7.000-  9,999 

120 

951,256 

35 

271,019 

8 

68.338 

163 

1.290,613 

SI  0,000- 1 4,999 

3 

34,085 

S15.000-19.999 

1 

15.572 

1 

15,572 

Total 

12,397 

11.617.324 

„  10251 

6,634,701 

6.893 

4,105,077 

29.541 

22.357,102 

Percentage  distribution 

Under  S100 

19.3 

1.0 

22.8 

1.7 

17.7 

1.4 

20.1 

1.3 

S100-  499 

38.2 

10.3 

43.6 

16.6 

47.0 

20.2 

42.1 

14.0 

S50O-  999 

15.6 

11.9 

15.2 

16.7 

18.1 

21.8 

16.0 

15.1 

S1.000-  1,999 

14.0 

21.2 

11.0 

23.5 

12.1 

28.3 

12.5 

23.2 

S2.000-  2.999 

5.0 

13.0 

3.4 

12.7 

2.9 

11.7 

3.9 

12.7 

$3,000-  4,999 

4.7 

19.1 

2.9 

16.4 

1.4 

8.9 

3.3 

16.4 

S5.000-  6,999 

2.3 

14.7 

0.8 

7.8 

0.6 

5.8 

1.4 

11.0 

S7.000-  9,999 

1.0 

8.2 

0.3 

4.1 

0.1 

1.7 

0.6 

5.8 

$10,000-14,999 

a 

0.6 

a 

0.5 

a 

0.3 

a 

0.5 

SI  5.000-19,999 

0.1 

a 

0.1 

Total 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

Total  population  covered 
Number  of  persons  with  charges 

per  1 ,000  population  covered 
Amount  of  charges  per  person 

covered 

Average  charge  per  person  with 

charges 
Median  charge  (estimated) 


$756.82 
S383.66 


■Less  than  .05  percen 


cnrollees  than  of  the  spouses  or  children  had  charges  of 
less  than  S500 — 57.4  percent  of  the  enrollees  as  against 
66.4  percent  of  the  spouses  and  64.7  percent  of  the 
children.  On  the  other  hand,  relatively  more  of  the 
enrollees  than  of  spouses  and  children  had  high  charges. 
/.<*..  3.4  percent  of  enrollees  had  charges  of  S5.000  and 
over  as  compared  with  1 .2  percent  of  the  spouses  and  0.7 
percent  of  the  children. 

I  able  25  shows  similar  data  for  all  participants  for 
each  of  the  years  1971,  1972.  and  1973.  and  for  the  three- 
year  period  1971-73.  inclusive.  The  data  show  a  slightly 
larger  number  of  persons  per  1.000  with  supplemental 
physicians'  charges  for  mental  disorders  in  1972  than  in 
1971.  hut  a  decrease  from  1972  to  1973.  Average  charges 
per  capita  of  the  covered  population  increased  from  1971 
to  1972  but  declined  slightly  in  1973.  Average  charges 
per  person  with  charges  increased  slightly  from  1971  to 
1972  and  from  1972  to  1973.  Some  increase  would  be 


expected  due  to  increase  of  physicians'  charges  per  visit 
over  this  period. 

The  data  show  some  increase  during  the  three  years  in 
the  proportion  of  persons  with  charges  of  S5.000  and 
over.  Thus  1 .7  percent  of  all  persons  with  charges  had 
charges  of  S5.000  and  over  in  1971;  their  charges  were 
14.7  percent  of  the  total.  In  1972,  1 .8  percent  had  charges 
of  over  S5.000,  with  total  charges  of  15.7  percent  of  the 
total.  In  1973,  two  percent  had  charges  of  S5.000  and 
over  and  their  charges  amounted  to  17.4  percent  of  total 
charges. 

The  more  significant  figures  are  those  for  the  three- 
year  period.  1971-73.  which  show  different  persons  who 
had  charges  during  this  period  distributed  according  to 
total  charges  during  the  period.  This,  in  some  ways, 
shows  a  more  accurate  picture  of  the  utilization  of  care 
than  figures  for  any  one  year,  since  in  any  one  year 
persons  beginning  or  ending  long-term  intensive  therapy 
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or  analysis  may  show  up  in  that  year  as  having  relatively 
low  charges. 

It  will  be  seen  that  in  the  three-year  period.  60.1 
percent  of  all  persons  w  ho  incurred  supplemental  physi- 
cians' charges  for  care  of  mental  disorders  incurred 
charges  of  under  S500.  i.e.,  had  probably  less  than  14  or 
15  visits.  Their  charges  constituted  10.7  percent  of  total 
charges.  Some  26.5  percent  had  charges  of  S500  to 
$i,999  (about  14  to  57  visits),  and  their  charges 
amounted  to  25.0  percent  of  the  total.  Nine  percent  had 
charges  over  this  period  of  S2.000  to  S4.999.  indicating 
about  57  to  143  visits  over  the  three-year  period.  Their 
charges  aggregated  26.2  percent  of  the  total.  Finally.  4.4 
percent  had  charges  of  S5.000  and  over,  indicating  over 
143  visits.  The  charges  of  this  group  constituted  38.1 
percent  of  the  total  charges  for  all  persons  with  supple- 
mental charges  for  psychiatric  care. 

Table  26  compares  utilization  among  the  covered 
population  in  three  areas:  the  District  of  Columbia. 
Maryland,  and  Virginia  (as  one  area),  Ohio,  and  Califor- 
nia, and  also  in  the  United  States  as  a  w  hole.  (The  reason 
for  this  comparison  was  the  plan's  and  the  Civil  Service 
Commission's  concern  about  reported  high  utilization  in 
the  Washington,  DC.  area.)  The  covered  population  in 
the  District  of  Columbia,  Maryland,  and  Virginia  num- 
bered 987,000  in  1973.  or  about  21  percent  of  the  total 
population  covered  under  the  plan  in  its  high  option. 
Most  of  these  persons  were  in  the  Washington.  D.C., 
metropolitan  area.  The  rate  of  utilization  in  the  District 


of  Columbia.  Maryland,  and  Virginia  area  was  higher 
than  in  Ohio  or  California  -  I  1.7  persons  per  1.000  had 
supplemental  physicians'  charges  for  mental  disorders, 
as  compared  with  5.5  in  Ohio,  7.5  in  California,  and  6.3 
in  the  United  States  as  a  whole.  The  average  charge  per 
person  with  charges  was  S 1 ,005  in  the  District  of  Colum- 
bia, Maryland,  and  Virginia  as  against  S497  in  Ohio  and 
S794  in  California.  Relatively  fewer  persons  in  the 
District  of  Columbia,  Maryland,  and  Virginia  had 
charges  of  under  S500  than  in  Ohio  and  California — 50.5 
as  against  79.5  and  61.3.  respectively.  On  the  other  hand, 
the  proportion  of  persons  with  charges  of  S5.000  and 
over  was  higher  in  the  District  of  Columbia,  Maryland, 
and  Virginia— 3.0  percent  with  19.3  percent  of  total 
charges,  as  compared  with  2.1  with  26.8  percent  of 
charges  in  Ohio,  and  2.4  with  22.1  percent  of  total 
charges  in  California. 

Table  27  also  compares  utilization  in  the  District  of 
Columbia.  Maryland,  and  Virginia  with  that  in  Ohio, 
California,  and  the  United  States,  but  the  data  are  for 
the  three-year  period  1971-73  inclusive.  The  data  show 
that  relatively  more  patients  (7.4  percent)  received  long- 
term  intensive  therapy  (S5,000  and  over)  in  the  District 
of  Columbia,  Maryland,  and  Virginia  area,  and  had  45.7 
percent  of  total  charges,  compared  with  2.7  percent  of 
persons  and  41.0  percent  of  charges  in  Ohio,  3.8  percent 
with  34.1  percent  of  charges  in  California,  and  4.4 
percent  of  persons  and  38.1  percent  of  charges  in  the. 
United  States  as  a  whole. 
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STUDY  2 

COMPARISON  OF  BENEFITS  FOR  GENERAL  AND  MENTAL 
CONDITIONS  UNDER  EMPLOYEE  HEALTH  BENEFIT  PLANS,  1974 


Of  14S  employee  health  benefit  plans  selected  by  the 
U.S.  Bureau  of  Labor  Statistics  as  constituting  a  rough 
cross-section  of  plans  in  American  industry,  68  percent, 
as  of  August  1974,  provided  the  same  hospital  benefits 
for  mental  conditions  as  for  other  conditions  and  32 
percent  had  reduced  benefits  for  mental  conditions. 
Forty-one  percent  of  the  plans  provided  the  same  outpa- 
tient (office)  care  of  mental  as  of  other  conditions;  45 
percent  had  reduced  benefits  for  mental  conditions;  eight 
percent  had  no  coverage  for  any  condition;  and  five 
percent— all  of  which  were  negotiated  by  the  United 
Auto  Workers — provided  greater  benefits  for  mental 
than  for  general  conditions;  that  is,  they  had  no  signifi- 
cant outpatient  benefits  for  general  conditions  but  did 
have  some  outpatient  psychiatric  benefits. 

The  Bureau  of  Labor  Statistics*  has,  from  time  to 
time  during  the  past  20  years,  published  a  Digest  of 
Selected  Health  and  Insurance  Plans.  This  provides 
summary  information  on  the  employee  health  benefit 
and  insurance  plans  of  some  140  to  150  large  employers 
and  or  unions  in  major  industries.  The  companies  and 
industries  selected  are  chosen  so  as  to  constitute  a  rough 
cross-section  of  American  industries:  manufacturing, 
shipping,  trucking,  transportation,  mining,  utilities, 
banking,  insurance,  retail  trade,  service  industries,  etc. 
The  companies  selected  include  many  of  the  giants  of 
American  industry:  American  Telephone  and  Telegraph. 
General  Motors.  General  Electric.  IBM,  Exxon.  Ameri- 
can Airlines.  U.S.  Steel,  Bethlehem  Steel,  Goodyear,  etc. 
Some  plans  cover  only  hourly  paid  employees,  some 
only  salaried  employees,  and  some  cover  all  employees. 
Both  negotiated  and  nonnegotiated  plans  are  included. 

Information  on  the  provisions  of  these  plans  is  ob- 
tained primarily  through  use  of  a  questionnaire  sent  to 
the  company  or  union  whenever  the  BLS  has  obtained 
information  to  the  effect  that  a  significant  change  in  the 
plan,  e.g..  negotiation  of  a  new  contract,  has  taken  place. 


•The  writer  would  like  to  express  his  appreciation  of  the  assistance 
rendered  to  him  by  the  personnel  of  the  Division  of  General  Compen- 
sation Structures.  Bureau  of  I.abor  Statistics,  and  particularly  Mr. 
Donald  R.  Bell,  who  has  been  directly  responsible  for  the  compilation 
of  the  Digest,  and  Mr.  Donald  M.  I.anday.  Chief  of  the  Division. 
Without  such  assistance  this  study  could  not  have  been  done,  or  at  any 
rate  not  nearly  as  well 


The  latest  edition  published  is  that  for  1971,  with 
supplements  presenting  more  recent  information  issued 
in  February  and  October  1973.  A  new  edition1  is  to  be 
published  in  1975,  and  the  office  responsible  generously 
allowed  the  writer  to  have  access  to  the  manuscript  for 
this  edition  before  it  was  sent  to  the  printer.  This  edition 
presents  information  on  the  plans  as  of  August  1974. 

Data  were  selected  on  the  duration  of  hospital  care 
for  general  and  mental  conditions,  and  on  the  benefits 
for  outpatient  physicians'  services  [Lei,  care  in  the  office, 
home,  or  hospital  outpatient  department)  for  general 
and  mental  conditions.  These  data  are  presented  in 
Table  1  at  the  end  of  this  chapter.  A  summary  column 
indicates  whether  the  benefits  for  the  two  types  of  service 
were  or  were  not  the  same  for  general  and  mental 
conditions. 

As  regards  hospital  care.  101,  or  68.2  percent  of  the 
148  plans,  provided  the  same  benefits  for  mental  condi- 
tions as  for  general  conditions.  More  specifically,  there 
were  47  plans  which,  according  to  the  information 
provided  in  the  Digest,  had  a  lower  number  of  days  for 
mental  conditions  than  for  general  (nonmental)  condi- 
tions, and  101  plans  for  which  there  was  no  specific 
mention  of  lower  benefits  for  mental  conditions.  It  is 
possible  that  the  number  of  plans  shown  as  having  the 
same  benefits  for  mental  conditions  is  somewhat  over- 
stated, since  some  plans  may  ha\e  had  special  limitations 
on  care  for  mental  conditions  but  did  not  mention  them 
because  the  BLS  questionnaire  did  not  specifically 
request  such  data.2 

As  regards  physicians'  outpatient  care,  the  informa- 
tion provided  in  the  Digest  indicated  that  61  plans-^41 .2 
percent —provided  the  same  benefits  for  mental  as  for 
general  conditions,  i.e..  there  was  no  mention  of  reduced 
benefits  for  mental  conditions,  and  12  plans  provided 
no  significant  coverage  for  office  or  outpatient  care  of 
general  and  or  mental  conditions.'  Of  the  75  plans 


'To  be  called  Digest  (if  Health  and  Insurance  Plans 
:The  questionnaires  to  he  used  in  the  future  in  compiling  supplements 
to  the  new  edition  will  specifically  request  data  on  outpatient  mental 
health  benefits. 

Mf  a  plan  provided  X-ray  or  laboratory  diagnostic  services  a>.  its  only 
outpatient  benefit,  it  was  not  considered  as  ha\  ing  outpatient  coverage: 
il  it  provided  electroshotk  treatment  as  its  only  outpatient  benefit  lor 
mental  conditions,  it  was  not  considered  to  have  outpatient  coverage. 
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which  had  different  benefits  lor  mental  than  for  general 
conditions.  67  had  reduced  benefits  and  eight  had 
greater  benefits  for  mental  conditions.  All  of  the  last 
were  plans  negotiated  by  the  United  Auto  Workers 
(UAW)  and  all  or  most  provided  either  no  outpacient 
care  for  general  conditions  or  none  other  than  diagnostic 
X-ray  and  laboratory  services,  but  did  provide  psychiat- 
ric benefits  up  to  a  specified  maximum,  generally  S400  a 
year.  (Again,  there  is  the  possibility  that  the  number  of 
plans  with  lower  benefits  for  mental  conditions  has  been 
understated.) 

In  almost  all  plans— at  least  90  percent— benefits  for 
hospital  care  were  provided  under  so-called  basic  bene- 
fits (as  differentiated  from  the  major  medical  type  of 
benefits),  i.e.,  first-dollar  coverage  was  provided  for  a 
stipulated  number  of  days.  In  many  plans  such  benefits 
provided  a  semiprivate  room  and  full  coverage  of  all 
ancillary  services  for  the  stipulated  number  of  days.  In 
other  plans,  per  diem  allowances  were  provided  against 
room-and-board  costs,  and  other  allowances  were  pro- 
vided against  the  costs  of  ancillary  services.  No  note  was 
taken  of  these  provisions  since  in  no  case  did  it  appear 
that  these  varied  between  general  and  mental  conditions. 
The  only  variation  seemed  to  be  in  the  number  of  days 
covered. 

Of  the  47  plans  which  provided  reduced  benefits  for 
hospital  care  of  mental  conditions,  seven  excluded  care 
for  mental  conditions,  although  two  or  three  of  these 
provided  coverage  in  cases  of  electroshock  therapy  or 
surgery,  five  provided  21  days  (or  21  days  in  full  plus 
nine  additional  days  at  50  percent  of  the  cost).  15 
provided  30  days,  nine  gave  45  days,  seven  provided  60 
or  70  days,  and  two  provided  120  days.  One  plan 
provided  365  days,  whereas  the  coverage  for  general 
conditions  was  365  days  for  employees  with  less  than  a 
certain  number  of  years  of  employment  and  730  for 
those  with  a  longer  period  of  service.  Another  plan 
provided  unlimited  benefits  for  mental  conditions 
treated  in  general  hospitals,  but  limited  care  in  mental 
hospitals  to  60  days  a  year.  It  is  plain  that  some  of  the 
plans  with  reduced  benefits  nevertheless  provided  sub- 
stantial coverage. 

No  data  were  selected  regarding  coverage  of  in- 
hospital  physicians'  visits  for  general  and  mental  condi- 
tions for  two  reasons:  most  plans  provided  such  benefits 
under  basic  benefits  and  in  only  a  handful  of  plans— cer- 
tainly less  than  ten— was  any  difference,  i.e..  a  lower 
number  of  visits  for  mental  conditions,  noted.  Secondly, 
provisions  on  in-hospital  physicians'  benefits  are  some- 
times quite  detailed,  and  dealing  with  such  provisions 
would  have  so  extended  the  mass  of  data  dealt  with  as  to 
be  impractical  in  a  summary  tabulation.  Where  some 
special  limit  on  in-hospital  visits  for  mental  conditions 
was  noted,  the  effect  was  to  limit  the  visit  days  for 
mental  conditions  to  the  same  number  of  days  that  were 
covered  for  hospital  care.  It  should  be  borne  in  mind 
that  a  limitation  on  number  of  days  of  hospital  care  for 
mental  conditions  is  in  effect  a  limitation  on  physicians' 
visits  for  mental  conditions.  In  the  case  of  plans  which 


provided  benefits  for  in-hospital  physicians'  visits 
through  a  major  medical  approach,  only  one  was  noted 
as  having  any  special  limitation  on  in-hospital  physi- 
cians' care  for  mental  conditions. 

The  main  coverage  of  outpatient  care  for  mental 
conditions— generally  the  only  coverage  ol  consequence 
— was  under  major  medical  provisions,  i.e.,  where  the 
plan  paid  80  percent  (in  a  few  cases  75  or  85  percent)  of 
charges  in  excess  of  a  stipulated  deductible— generally 
$50  or  S 100— and  up  to  a  specified  maximum  in  benefit 
payments.  Where  there  were  reduced  benefits  for  mental 
conditions  (i.e.,  psychiatric  care),  they  were  usually  in 
the  form  of  the  plan's  paying  only  50  percent  of  charges 
instead  of  the  higher  percentage  paid  for  general  condi- 
tions. In  a  fair  number  of  cases  of  reduced  benefits,  the 
reduction  might  be  made  by  imposing  so-called  inside 
limits,  i.e.,  covering  charges  of  no  more  than,  say,  S20  or 
S30  a  visit  for  no  more  than  a  stipulated  number  of  visits 
per  year,  or  more  commonly  simply  a  lower  overall 
dollar  limit  of  benefits  payable  for  outpatient  psychiatric 
care.  In  some  cases,  such  limits  might  be  imposed, 
together  with  a  lower  percentage  of  charges  paid. 

More  precisely,  of  the  67  plans  with  reduced  coverage 
of  outpatient  care  for  mental  conditions,  23  plans  re- 
duced the  percent  of  charges  paid  from  80  to  50  percent 
with  no  other  restriction  or  limitation.  Some  15  plans 
made  the  reduction  by  setting  a  special  lower  maximum 
on  benefits  for  psychiatric  care— in  some  cases  this 
maximum  may  be  only  a  few  hundred  dollars,  in  other 
cases  several  thousand  dollars.  Seven  plans  paid  only  50 
percent  of  charges  and  also  imposed  a  special  limit  on 
psychiatric  benefits.  Another  nine  paid  50  percent  and 
had  inside  limitations  on  number  of  visits,  amount  of 
reimbursable  charges  per  visit,  or  both;  another  four  had 
inside  limits  of  this  type  only.  A  few  plans— three— paid 
80  percent  of  charges  up  to  a  given  maximum  and  then 
lowered  the  percentage  paid.  Two  paid  less  than  80 
percent  of  charges  but  more  than  50  percent.  The 
remainder  had  other  provisions.  Included  was  one  that 
paid  100  percent  of  psychiatric  charges  up  to  a  given 
amount  and  then  dropped  the  percentage  to  80,  but 
which,  overall,  still  had  lower  benefits  for  psychiatric 
than  for  other  conditions. 

All  of  the  above  reductions  apply  only  to  outpatient 
physicians'  services  for  mental  conditions.  It  is  impor- 
tant to  state  that  only  one  plan  (the  writer  recalls)  with 
major  medical  provisions  reduced  the  proportion  of 
charges  payable  or  imposed  any  other  special  restriction 
on  physicians'  care  for  mental  conditions  while  in  the 
hospital. 

While  the  above  noted  major  medical  provisions  are 
the  main  method  of  providing  benefits  for  outpatient 
care  for  mental  conditions,  some  33  plans  (some  of 
which  also  had  major  medical  coverage)  had  so-called 
basic  benefits  for  physicians'  office  visits.  These  plans 
paid  a  stipulated  allowance— perhaps  S3.  S5,  or  S7— for 
each  office  visit  up  to  a  certain  number  of  visits  or 
certain  amount  of  benefits  per  year.  In  no  case  was  there 
any  mention  of  reduced  benefits  for  psychiatric  care. 
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Probably  no  reduction  was  thought  necessary  tor  deter- 
rence of  utilization,  since  the  difference  between  ihe 
scheduled  allowance  and  the  usual  fee  lor  psychiatric 
office  care  would  be  such  as  to  impose  a  barrier  to 
utilization. 

A  caveat  on  the  validity  of  these  findings  is  in  order. 
These  data  represent  all  the  information  on  benefits  for 
mental  conditions  that  were  in  the  Bureau  of  Labor 
Statistics  files  on  these  plans,  and  the  unit  responsible 
for  the  Digest  made  a  special  complete  review  of  its  data 
on  all  plans  so  as  to  assure  that  the  information  reported 
here  and  in  the  forthcoming  Digest  would  represent  an 
accurate  statement. 

However,  it  is  possible  that  the  data  do  understate, 
hopefully  to  only  a  slight  extent,  the  number  of  plans 
with  special  limitations  on  hospital  or  outpatient  cover- 
age of  mental  conditions. 

One  possible  source  of  understatement  is  that,  as 
already  mentioned,  the  main  source  of  information 
provided  to  the  BLS  on  these  plans  is  the  questionnaire 
sent  out  to  the  employer  or  union  when  the  BLS  learns 
that  a  change  in  the  plan  has  occurred.  The  question- 
naire gives  a  summary  of  the  old  plan  and  asks  the 
employer  or  union  to  indicate  any  changes.  The  persons 
who  compiled  the  Digest  have  been  concerned  primarily 
with  benefit?  for  general  conditions.  If,  in  the  past, 
special  limitations  on  benefits  for  mental  conditions 
were  not  noted  and  hence  did  not  appear  on  the  ques- 
tionnaire, it  is  possible  that  the  employer  or  union,  in 
completing  the  questionnaire,  might  not  note  the  limita- 
tions on  mental  benefits,  since  there  was  no  change  in  the 
plan  in  this  respect  and  the  questionnaire  did  not 
specifically  ask  for  benefits  for  mental  conditions. 

An  important  qualification  is  that  the  data  on  hospi- 
tal benefits  pertain  only  to  care  in  general  hospitals.  The 
BLS  does  not  note  limitations  on  care  in  mental  hospi- 
tals. Probably  40  to  50  percent  of  all  plans  l\ad  Blue 
Cross-Blue  Shield  plans  as  the  carrier  for  hospital  care.4 


JIn  1972,  of  all  persons  having  group  coverage  for  hospital  care 
through  either  Blue  Cross-Blue  Shield  or  insurance  companies,  ap- 
proximated 43  percent  had  Blue  Cross-Blue  Shield  coverage.  (M.  S. 
Mueller:  "Private  Health  Insurance  in  1972:  Health  Care  Services. 


The  majority  of  the  Blue  Cross  plans,  under  their  local 
contracts,  provide  fewer  days  of  hospital  care  lor  mental 
conditions  in  general  hospitals  than  for  general  condi- 
tions, the  great  majority  provide  fewer  days  lor  mental 
conditions  in  mental  hospitals  than  in  general  hospitals, 
and  some  plans  entirely  exclude  care  in  mental  hospi- 
tals.5 The  BLS  has  not  noted  these  limitations  on  care  in 
mental  hospitals.  (However,  there  is  some  indication 
from  Study  5  that  Blue  Cross  plans  under  national 
accounts,  i.e.,  serving  employers  in  more  than  one  state, 
tend  to  provide  the  same  number  of  days  for  mental 
conditions,  irrespective  of  type  of  hospital.)  Insurance 
companies  generally  provide  the  same  hospital  benefits 
for  mental  as  for  general  conditions  under  their  group 
contracts,  irrespective  of  type  of  hospital. 

In  conclusion,  an  examination  of  a  rough  cross- 
section  of  employee  health  benefit  plans  in  American 
industry  indicates  that  almost  all  plans  (95  percent)  have 
some  coverage  of  hospital  care  for  mental  conditions 
and  that  about  two  thirds  have  the  same  hospital 
coverage  for  mental  conditions  in  general  hospitals  as 
for  general  conditions.  About  92  percent  of  the  plans 
have  some  coverage  of  physicians'  outpatient  (office) 
care  of  general  and  /or  mental  conditions.  Of  the  plans 
with  some  outpatient  coverage.  45  percent  have  the  same 
coverage  for  mental  as  for  other  conditions,  49  percent 
have  reduced  benefits  for  mental  conditions,  and  six 
percent  have  greater  outpatient  benefits  for  mental  than 
for  other  conditions. 

Many  of  the  plans  that  have  lower  benefits  for  mental 
conditions  than  for  other  conditions,  either  for  hospital 
care  or  physicians'  care  in  the  office,  nevertheless  have 
significant  benefits  for  mental  conditions. 


Finances  and  Enrollment,"  Social  Security  Bulletin.  March  1974.  and 
the  Blue  Cross  and  Blue  Shield  Fact  Book.  1973.  Blue  Cross  Associa- 
tion and  National  Association  of  Blue  Shield  Plans.) 
5L.  S.  Reed.  E.  S.  Myers,  and  P.  L.  Scheidemandel:  op.  cil..  p.  46.  A 
more  recent  study  found  that  as  of  November  1974,  of  the  74  Blue 
Cross  plans.  52.  under  their  most  widely  held  contract,  provided  lower 
benefits  for  mental  illness  in  general  hospitals  than  for  general  illness 
and  all  but  six  provided  lower  benefits  in  mental  hospitals.  See  Study  3 
of  this  volume. 
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IMDLC  I 

Comparison  of  Benefits  for  General  and  Mental  Conditions  Under  Selected  Health  Plans,  1974 


General 
conditions 


Outpatient  physicians'  services 

General  Menti 
conditions  conditii 


Benefit  is  same  for 
both  types  of 
conditions 
(Yes  or  No) 
Hospital  Outpatient 
care  care 


Aluminum  Co.  of  Am. 
Steelvvorkers 
All  employees 

American  Airlines 
All  employees 


American  Can  Co. 
Steelvvorkers 


100%  1st  SI, 000.  Same 
then  80S  of  excess 


80%  of  charges  over 
ded.  S50  up  to  S1 0,000 
per  year 

80%  of  charges  over 
ded.  S50  up  to  S20.000 
lifetime 

80%  of  charges  over 
ded.  S50  up  to  $10,000 
per  year 


No  Yes 


Yes  No 


American  Seating  Co. 
Auto  workers 
All  prod,  employees 

American  Standard,  Inc. 
Plumbing  &  Heating  Div. 
All  prod,  employees 

Amer.  Tel.  &  Te?.  Co. 
Communication  workers 
All  regular  employees 

Amstar  Corp.,  Brooklyn 
Refinery 

Longshoremen's  Union 

(I.L.A.)  Local  9 

Armour  &  Co, 
Meat  cutters  union 
All  prod,  employees 

Armstrong  Cork  Co. 
Rubber  workers 
All  employees 

Bethlehem  Steel  Corp. 
Steelworkers  Union 
Hourly  paid  employees 

Borden,  Inc. 
Salaried  employees 

Brewers  Board  of  Trade 
(NYC) 
Teamsters 


Building  Service 
Welfare  Fund  (NYC) 
Service  employees 


Burlington  Industries, 
Inc. 

Nonunion  salaried 
employees 

California  Metal 
Trades  Assn. 
Various  unions 


70  plus  50%  of  cost  30 
for  additional  180 


120  plus  50%  for  Noneexce 
additional  1  80  days      for  shock 
therapy  or 
surgery 


21  plus  50%  for  Excluded 
additiona'  180  days      except  for 
elecjroshock 
or  surgery 

100%  1st  S1. 000  Same 
85%  of  excess 


S3  per  visit  up  to 
S225 


80%  over  ded.  (2°/ 
annual  pay),  no  li 


S7  per  visit  to  $2,555 
year;  80%  over  ded. 
S100  up  to  S1 0,000  per 
disability 

80%  over  ded.  S3 00 
up  to  SI 5,000  per 
disability 

80%  over  ded.  S100 
up  to  520,000  per 
disability 

80%  over  ded.  S50  up 
to  S1 5,000  per  year 


80%  over  ded.  S100  up 
to  S25.000  lifetime 

80%  of  first  S5.000 
over  ded.  S50;  100%  of 
excess  up  to  S10.000 
per  disability.  HIP  or 
GHI  optional 

80%  over  ded.  S100  up 
to  55,000  lifetime 


85%  over  ded.  575  up 
to  S30, 000  lifetime 


S6  per  office  visit  Same 
up  to  100  visits;  80% 
over  ded.  550  up  to 
S10.000  lifetime 


No  Yes 


Yes  No  coverage 


50%  or  same  if 
absent  from  work 


80%  up  to  SI. 500 


50%  up  to  S2.500 
per  year* 


No  No 


No  Yes 


Yes  Yes 


Yes  Yes 


No  No 


No  Yes 


No  Yes 


Yes  Yes 


Yes  Yes 
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TABLE  1  (Continued) 


Benefit  is  same  ft 
both  types  of 
conditions 

Hospital  care  Outpatient  physicians' services  lYesorNol 

General  Mental  General  Mental  Hospital  Outpatu 

conditions  conditions  conditions  conditions  care  care 


Campbell  Soup  Co. 
Meat  cutters 
Hourly  employees 


S4  per  visit  up  to 
S1S6  per  6-month 
period;  80%  over  ded. 
S50  up  to  S20.000  per 
disability 


Campbell  Soup  Co. 
Saiaried  employees 


80%  over  ded.  S50. 


Caterp:Har  Tractor  Co. 
Auto  workers 
Hourly  emp  oyees 


None  except  diag. 
X-ray  and  laboratory 


Benefits  up  to 
SI. 000  per  yr. 


No  No  (Mental 

greater) 


Za:r-z  a-  Co. 
Exempt  sal.  employees 


80%  over  ded.  S80  up 
to  S50.000  per  year 


80%  1st  S500; 
thereafter  50% 


Yes  No 


Chase  Copper  and  Brass  Co. 
Metal  Works  &  Forging 
Div. 

Auto  workers 


Yes  Yes 


Oiase  Manhattan 
Nat'l.  Associatioi 
All  employees 


3a  n*. 


120  plus  50%  for 
adoitional  180 


21  plus  9  at 


80%  over  ded.  $100  up 
to  S50.000  lifetime 


30  doctor  visits  up 
to  S2 14.50  maxi- 
mum;* same  except 
not  covered  until 
coverage  in  effect 
for  2  years 


Chicago  Transit  Auth. 
Transit  union 
All  employees 

Clothing  Industry 
Men  and  boys  clothing 
Clothing  workers 
national  plan 


120 


80%  over  ded.  S100  up 
to  S1 5.000  lifetime 


None  except  care  i 
Union  health  centi 


50%  up  to  maximum  Yes 
of  S20  per  visit. 
50  visits  per  year 


C  ue::,  Peabody  and 
Co..  Inc. 

Salaried  and  nonunion 
hourly  employees 


S5  per  visit;  80%  over 
ded.  SI  00  up  to 
S25.000  per  year; 
S50.000  lifetime 


S5  per  visit;  80% 
up  to  $10,000  p  yr. 
and  S20.000  lifetime 


Coal  Industry 
Mine  workers 

Cone  Mills  Corp. 
Textile  workers 
ITWUA) 


Fuii  cost  of  care  by 
specialists 


80%  over  ded.  SI  00  up 
to  S20.000  lifetime 


Same 
Same 


Yes  Yes 


Yes  Yes 


Consolidated  Foods 
Corp. 

Nonunion  salaried 

employees 

Construction  Industry, 
Assoc.  General 
Contractors  of  America 
(N.  Cal.) 
Carpenters 

Construction  Industry 
Var.ous  employers 
(NYC) 
Carpenters 

Construction  Industry 
Various  employers 
(NYC) 
Painters 


80%  of  charges  up 
to  $20,000  lifetime 


70;  KHF  Plan 
optional 


120  plus  50%  for 
additional  180  days 


80%  over  ded.  S100  up 
to  S20.000  lifetime 


S4  per  visit  up  to 
S300;  80%  over  ded. 
S40  up  to  S10.00C  per 
year.  KHF  Plan 


optn 


S5  per  visit  up  to 
$300 


Benefits  of  either 
orGHI 
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TABLE  1  (Continued) 


Benefit  is  some  for 
both  types  of 
conditions 

Hospital  care  Outpatient  physicians' services  (Yes  or  No) 

General  Mental  General  Mental  Hospital  Outpatient 

conditions  conditions  conditions  conditions  care  care 


Continental  Can  Co., 
Paper  operations 
Paper  workers 


80%  over  ded.  S50  up 
to  S20.000  lifetime 


Continental  Can  Co. 
Steelworkers 


)%  over  ded.  S50  up 
S1 0,000  per  year 


Up  to  S400  in 
benefits  in 
12-month  peric 


Crown  Zellerbach  Corp. 
Nonunion 
Salaried  employees 


80%  over  ded.  S50  up 
to  S4.000;  then  100°, 
up  to  S250.000 


Same,  but  50% 


Deere  and  Co. 
Auto  workers 


Detroit  Edison  Co. 
Utility  workers 
All  employees 


Distillery  Industry 
Various  employers 
Distillery  workers 

Nat'l.  Assn.  of  Doll 
Importers  and  Stuffed 
Toy  Mfrs.  Assn.  (NYC) 
Toy  &  novelty  workers 


21  plus  50%  for 
additional  40  days 


None  except 


therapy  or 
surgery 


S2  per  visit  up  to 
S350  per  disability 


80%  over  ded.'S100  i 
to  525,00/)  ' 


S8  per  visit;  80%  over 
ded.  S§0  up  to  S20.000 
lifetime 

80%  over  ded.  SI  00 
up  to  S20.OOO  per 


Psychiatric  care 
up  to  S400  per 
calendar  year 

Psychiatric  care: 
80%  1st  S100; 
70%  2nd  S'00; 
60%  next  S100;  50% 
of  excess  up  to 
$3,000 

Same 


No  (Mental 
greater  I 


Dow  Chemical  Co. 
Midland  Div. 
Steelworkers 


Psychiatric  care, 
S400  per  year; 
psychological 
testing,  S38.25 


No  No  (Mental 

greater! 


Dress  Industry, 
Affiliated  Dress  Mfrs. 
(NYCI 
Ladies  garment  worker: 


120  plus  50%  for 
additional  ISO  days 


S6for  1st  visit,  $5 
for  additional  visits; 
80%  over  ded.  SI 00  up 
to  SI 0,000  per  year^ 


S12.50  per  visit  or 
50%  of  charges, 
whichever  is  less, 
up  to  maximum  of 
5250  per  12  month 


Retail  Drug  Industry  1  20  plus  50%  for 

Various  employers  (NYC)  additional  180  days 
Drug  &  hosp.  union 


S8  per  Asit,  80%  over 
ded.  S50  up  to  3100.000 
lifetime 


i  ted  to  50 


E.  I.  du  Pont  de  Nemours 
and  Co. 
All  employees 


80%  over  ded.  S100  up 
to  S50.000  lifetime 


Eastman  Kodak  Co. 
All  employees 


3%  over  ded.  S100  up 
S1  00,000  lifetime 


Up  to  SI, 200  per 
calendar  year 


E-Systems,  Inc. 
Melpar  Div. 
All  employees 


80%  over  ded.  S100 
up  to  S1 0,000  per 
disability 


rsycniatric  expenses 
not  covered  (except 
as  a  result  of 
organic  disorder) 


Exxon  Corp. 
All  employees 


120  plus  50%  for 
additional  180  days 


80%  over  ded.  of  2%  of      Same  except  up 
earnings  (max.  S150)  up     S25  per  visit- 
to  S100.000  lifetime 


Firestone  Tire  and 
Rubber  Co. 
Rubber  workers 


80%  over  ded.  S100  up 
to  S25.000  per  year 
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TABLE  1  (Continued) 


Benefit  is  same  for 
both  types  of 
conditions 

Hospital  care  Outpatient  physicians' services  (Yes  or  No) 

General  Mental  General  Mental  Hospital  Outpatient 

conditions  conditions         conditions  conditions  care  care 


FMC  Corp. 
American  Viscose  Div. 
Textile  workers  (TWUA) 


80%  over  ded.  of  S 100 
of  1st  $2,000;  then 
100%  up  to  520,000 
per  disability 


Yes  Yes 


Retail  Food  Industry 
Food  Employers  Council 
(S.  Cal.) 
Retail  Clerks 


57  per  visit  up  to 
$350;  80%  over  ded. 
$50  up  to  520,000 
lifetime 


Up  to  max 
of  S  1,500 


No  No 


Ford  Motor  Co. 
Automobile  workers 


None  except  X-ray  and 
laboratory 


Psychiatric  services 
up  to  5400  per 


No  No  (Mental 

greater) 


Fur  Manuf.  and  Retail 
Industries,  Associated 
Fur  Mfrs.  (NYC) 
Meat  cutters 


120  plus  50%  for 
additional  180 


21  plus  9 
at  50% 


$5  per  visit,  no  limit, 
75%  over  ded.  $100  up 
to  $10,000  lifetime. 
HIP  optional 


No  Yes 


Furniture  Industry 
Various  employers 
Furniture  workers 


21  plus  50% 
for  9  addi- 
tional days 


$7  per  visit  up  to 
$500;  80%  over  ded. 
$50  up  to  SI 0.000 
lifetime 


50%,  $10  per  visit 
for  up  to  50  visits 
per  year 


No  No 


Industrial  Relations 
Council  of  Furniture 
Mfrs.  in  S.  Cal. 
Carpenters 


Complete  care  in  Union 
Clinic;  80%  up  to 
$10,000  lifetime 


No  Yes 


Ganeral  Electric  Co. 
Electrical  workers 
(IUE)  and  other  unions 
All  employees 


85%  over  ded.  550  up 
to  $250,000  lifetime 


General  Foods  Corp. 
Various  unions 


1 20  plus  50%  of  cost  Same 

for  additional  180 

days 


75%  over  ded.  5200  up 
to  S10.000  per  year 


Yes  No 


General  Motors  Corp. 
Automobile  workers 


None  except  X-ray  and 
laboratory 


Psychiatric  ser- 
vices up  to  $400 
per  year 


No  No  (Mental 

greater) 


General  Motors  Corp. 
Salaried  employees 


80%  of  1st  $2,500 
over  ded.  5100;  there- 
after 100%  up  to 
$25,000  peryr. 


100%  of  1st  S400; 
then  80%  up  to 
S25.000 


No  No 


Gimbel  Brothers,  Inc. 
Salaried  employees 
and  those  rep.  by 
Service  Employees 
Union 

B.  F.  Goodrich  Co. 
Rubber  workers 

Goodyear  Tire  and 
Rubber  Co. 
Salaried  employees 

The  Greyhound  Corp. 
Salaried  employees 

Hart.  Schaffner  and 
Marx 

All  nonunion 

employees 


21  plus  50%  of  i 
for  additional  1 
days 


80%  over  ded.  S100  up 
to  $20,000  lifetime 


None  except  X-ray 


80%  over  ded.  S100  up 
to  $25,000  per 
disability 

80%  over  ded.  S75  up 
to  $5,000  per  year 

80%  over  ded.  S100  up 
to  S20.000  per 
disability 


50%  with  limits  of 
510  per  visit  up 
to  S500  per  year 


50%, ;  limit  of  530 
per  visit  for  50 
visits  per  year 


No  No 


Yes  No  coverage 


Yes  No 


Yes  Yes 
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TABLE  1  (Continued) 


Benefit  is  same  for 
both  types  of 
conditions 

Hospital  care  Outpatient  physicians' services  (Yes  or  No) 

General  Mental  General  Mental  Hospital  Outpatien 

conditions  conditions  conditions  conditions  care  care 


Honeywell,  Inc. 
(Minneapolis.  Minn.) 
Teamsters.  Local  1 145 


80%  over  ded.  of  2%  Same 
of  pay  (S1 00-300)  up 
to  $50,000  per 
disability 


Yes  Yes 


Affiliated  Hospitals 
of  San  Francisco 
Service  employees 


70  IS25  deductible)  Same 


35  oer  visit  up  to 
S350;  80%  over  ded. 
S100  up  to  S1 0,000 
lifetime 


Same 


Yes  Yes 


Affiliated  Hospitals 
of  San  Francisco 

California  Nurses 

Assn. 


70  (S25  deductible 


S5  per  visit  up  to 
S350;  80%  over  ded. 
$100  up  to  S1 0.000 
lifetime 


Yes  Yes 


Hotel  Assoc.  of  NYC 
N.Y.  Hotel  and  Motel 
Trades  Council 


21  plus  50%  for 
additional  180  days 


None  except 
for  shock 
therapy  or 
surgery 


Benefits  (comprehensive  Same 
care)  at  industry- 
union  health  center 


No  Yes 


Industrial  Employers 
and  Distributors  Assn. 
(N.  Cal.) 
Longshoremen  (ILWUI 


Same 


S7  per  visit;  80%  over 
ded.  SI  00  up  to 
$20,000  any  5 
consecutive  years 


$20  per  visit  fo 
up  to  50  visits 


Interco,  Inc. 
Executive  and 
adminis.  employees 


100%  of  1st  $225  Same 
in  excess  of  $25, 
then  80%  up  to 
$10,000  a  year 


80%  over  ded.  S50-S100  50% 
up  to  $10,000  in 
calendar  year 


Yes  No 


Interco,  Inc.,  Florsheir 
Div. 
Shoe  workers 


60 


Same 


80%  over  ded.  SI 00  up  50% 
to  $10,000  lifetime 


interco,  inc. 
International 
Shoe  Co. 
Shoe  workers 


Yes  No  coverage 


international  Business 
Machines  Corp. 
All  regular  employees 


)%  over  ded.  SI  50  up  UptoS15.000 
S100, 000  lifetime  lifetime 


International  Harvester 
Co. 

Auto  workers 


None  except  X-ray  and  Psychiatric 
laboratory  benefits  up  to 

$400  per  year 


Yes  No  (Mental 

coverage 


International  Harvester 
Co. 

Managerial  salaried 
employees 


80%  over  ded.  S100  up  Same 
to  S25.000  lifetime 


Yes  Yes 


International  Paper  Co. 
Northern  Division 
Paper  workers 


80%  over  ded.  SI  00  up  50°; 
to  S1 0,000  per  year 


International  Paper  Co. 
Northern  Division 
All  salaried  employees 


80%  over  ded.  SI 00  up  Same 
to  S10.000  per  year 


Yes  Yes 


Jewelry  Mfrs.  Assn. 
(NYC) 

Jewelry  workers. 

Local  #1 


50  plus  50%  of  30 
cost  for  additional 


S4  per  visit  up  to  Same 
SI  50;  80%  over  ded. 
S50  up  to  S25.000 


No  Yes 
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TABLE  1  (Continued)- 


General 
conditions 


Mental 
conditions 


Outpatient  physicians'  ser 


General 
conditions 


Mental 
condition 


Benefit  is  same  for 
both  types  of 
conditions 
(Yes  or  No) 

Hospital  Outpatient 


Johnson  and  Johnson 
(New  Brunswick,  N.J.) 
Textile  workers  (TWUA) 


Yes  No  coverage 


Kennecou  Copper  Co. 
Steelworkers 
Production  employees 


1  visit  per  day  at 
R&C  charge;  90%  over 
ded.  of  SI  00.  no 
maximum 


Yes  Yes 


S  S.  Kresge  Co. 


in  Detroit  area 


None  except  X-ray  and 
laboratory 


No  No  coverage 


Kroehler  Mfg.  Co. 
Nonunion  salarie 
employees 


80%  over  ded.  S100  up 
$25,000  lifetime 


Yes  No 


Laundry  Industry 
Various  employers 
(NYC)  Clothing  Workers 


Care  in  union  health  Same 
center 


Yes  Yes 


Lerner  Stores  Corp. 
All  salaried  employees 


80%  over  ded.  SI  00  up 
to  $25,000  per 
disability 


Yes  Yes 


Lever  Brothers  Co. 
Chemical  workers; 
Oil,  Chemical  and 
Atomic  workers-all 
permanent  employees 


1  20  plus  S5  •  day  Same 
for  additional  245 


80%  of  1st  S3, 125  over 
ded.  $100;  then  100% 
of  next  SI  7,500 


Yes  No 


LTV  Aerospace  Corp. 
Vought  Aeronautics 
Co.:  Texas  Div„  Auto 
workers 


None  except  X-ray  and       Psychiatric  ser- 
laboratory  vices  in  outpatient 

facility  up  to  S400 
per  family  per  year 


No  No  (Mental 

greater) 


Luggage  and  Leather 

Goods,  Ind. 
Leather  Goods, 
Plastic  and  Novelty 
Workers 


None 


Same 


Yes  No  coverage 


Lumber  Industry 
Various  employers 
(So.  Cal.l-Carpentf 


S6  per  visit  up  to 
$300  per  6  months;  81 
over  ded.  S100  up  to 
$50,000  in  any  5-year 
period 


Yes  Yes 


flaritime  Industry 
Various  employer; 
(Atlantic  &  Gulf 
Coasts) 

Marine  engineers 


S7  per  visit,  1  per 
day.  no  limit:  80% 
over  ded.  SI 00,  no 


Yes  Yes 


laritime  Industry 
Various  employers 
(Atlantic  &  Gulf 
Coasts) 

Maritime  Union 


80%  over  ded.  SI  00  up  Same 
to  $10,000  lifetime 


Yes  Yes 


nantime  Industry 
Various  employers 
(Atlantic  &  Gulf 
Coasts) 
Seafarers 


None  except  diagnostn 
services  at  union 
health  centers 


^es  No  coverage 


Massachusetts  Leather 
Mfrs.  Association 
Leather  workers 


Same  but  60       Office  visits,  full  cost.  Psychiatric  car 

in  mental  no  limit,  80%  over  ded.  S300/yejr  *  * ' 

hospitals  S25  pur  quarter,  up  to 

S50.000  lifetime 
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Benefit  is  same  for 
both  types  of 
conditions 

Hospital  care  Outpatient  physicians' services  (Yes  or  No) 

General  Mental  General  Mental  Hospital  Outpatient 

Company  conditions  conditions  conditions  conditions  care  care 


McCrory  Corp.  120 
McCrory-Mc  Lellan-Green 
Stores  Division 
Nonunion  salaried 
employees 


McDonnell  Corp. 
(West  Coast) 
All  salaried  employees 


365 


80%  over  ded.  SI 00  up 
to  S25.000  per  year 


80%  over  ded.  of  S25 
or  S50.  up  to  S50.000 


1st  5  visits  100% 
of  scried,  allowance, 
6th  to  10th  visit, 
85%;  11th  to  15th 
visit,  70%;  then 
55%  max.  benefit 
$400/year 


Metalworking  (Manufac- 
turing and  repair 
services) 
Various  employers 
(St.  Louis,  Mo.)- 
Machmists 


80%  over  ded.  SI  00  up 
to  S10, 000  lifetime 


i si t  per  day. 


Metropolitan  Taxicab 
Board  of  Trade  (NYC) 
Taxi  Drivers  Union 

Metropolitan  Transit 
Comm.,  Transit  Operating 
Division  (Minneapolis, 
Minn.) 

Transit  Union,  Local 

1005 


S4  per  visit  up  to  Same* 

S500;  HIP  and  GHI 

optional 

80%  over  ded.  S100  of  50%  of  1st  52,000, 
1st  S2.000.  then  100%  of  excess 

100%,  up  to  S25.000 
per  disability 


Milk  Dealers 
Various  employers 
(Chicago.  III.  area) 
Teamsters  Local  753 


80%  over  ded.  $200  up 
to  S5.000  per 
disability 


illinery  Industry 
Amer.  Millinery  M 
Assn.  (NYC) 
Hatters,  cap  and 
millinery  workers 


X-ray  and  laboratory 


ing  & 


Minnesota  I 

Mjnuf.  Co. 
Oil.  chemical  and 
atomic  workers 


100%  of  1st  S 
and  85-:  of  ex 
S25.000  maxii 


85%  over  ded.  S40  up  60%,  maximum 
tc  S25, 000  lifetime  S500  per  year 


Yes  No 


Mobil  Oil  Corp. 
Various  union 


100%  for  1st  120  San 
days,  tt-e-  80% 


80%  over  ded.  S50  tc 
S200  depending  on 
pay.  up  to  S25.000- 
S50.000  lifetime 


Yes  No 


Njb.sco.  Inc.  70 
Bjktf-v  and 

Co"i!._.(.tionery  Workers 

Njt  onai  Auto.  Unlimiiet 
Tunsfjorters  Association 
Ti.-jmsters 

Njtionai  Steel  Corp.  3G5-730 
Wi-iton  Steel  Division 
Independent  steel- 


80%  over  ded.  SI  00  up 
to  S10.000  per 
disability 

80%  over  ded.  of  SI  00 
up  to  S7.500  per 
disability 

80%  over  ded.  S50  up 
to  SI 0,000  per  year; 
S20.000  per  disability 


Yes  Yes 


Yes  Yes 


No  Yes 


hourly  employees 
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TABLE  1  (Continued) 


Company 


General  Mental 
conditions  conditions 


Outpatient  physicians' 


General 
conditions 


Mental 
conditions 


Benefit  is  same  for 
both  types  of 
conditions 
(Yts  or  No) 

Hospital  Outpatient 
car*  care 


New  York  Shipping  Assoc. 
Inc. 

Longshoremen  ( I  LA) 
All  employees  covered 
by  agreement 


70  days-Plan  A  Same 
Unlimited-Plan  B 


aUV  no  ded.  up  to 
S20.000  per  disability 
or  Plan  B  services  at 
NYSA-ILA  Medical 
Center  and  100%  other 
services 


The  New  York  Times  Co. 
Newspaper  Guild 
All  salaried  employees 
in  bargaining  unit 


75%  over  ded.  of  S100 
up  to  S20.000  lifetime 


No  Yes 


Northwest  Forest 
Products  Association 
(Cal.,  Oreg..  Wash.,  Mont.) 
Woodworkers 


1 80— employees  Same 
70— dependents 


Full  cost  for  unlirr 
visits,  dependents 
35  visits 


Yes  Yes 


Owens-Illinois,  Inc. 
Glass  Bottle  Blowers 
Hourly  employees 


80%  over  ded.  S50  up  50% 
to  S20.000  lifetime 


Pacific  Gas  and 
Electric  Co. 
All  regular  employees 


Full  cost  (Reasonable 
and  customary  chargs 
for  up  to  1  00  visits 
per  year);  KHF  plan 
optional 


Pacific  Maritime  Assn. 
Longshoremen's  (ILWU) 
Longshoremen,  ship 
clerks  and  walking 
bosses 


70-employees  Same 

35-dependents 

KHF  pfan  optional 


S5  per  visit.  Sari 
unlimited;  100%  over 
ded.  S250  up  to  $700 
per  disability;  KHF 
plan  optional 


Yes  Yes 


Penn  Central  Transp.  Co. 
Employees  not  covered 
by  bargaining  agreement 


S6  per  visit  up  to  18' 
visits;  80%  over  ded. 
S100-S250  up  to 
S50.000  lifetime 


Yes  Yes 


Pennsylvania  Power  and 
Light  Co. 
All  full-time  employees 


Persona!  Services 
Industry 

Barber  shops 

Various  employers 

(Detroit,  Mich.) 

Barbers  Guild  4  & 

Local  552 


Up  to  21  visits  at 
reasonable  and 
customary  charge; 
80%  over  ded.  Si  00  up 
to  S25.000  per  disability 

None  except  X-ray  and 
laboratory 


Same.  50%  and 
maximum  of  S250 


No  No 


No  No  coverage 


Pfizer,  Inc. 
All  nonunion  employees 


Philip  Morris,  Inc. 
Tobacco  workers 


over  ded.  Si  00  up       Up  to  S25,000 


S100.000  lifetime 


80%  over  ded.  S50  up 
to  S20.000  lifetime 


lifetime 
50% 


Yes  No 


Yes  No 


PPG  Industries,  Inc. 
Glass  and  ceramic 
workers 


Psychiatric  care  up 
to  $400  per  year 


No  Nc  (Mental 

gr«ater) 


PPG  Industry,  Inc. 
Nonunion  salaried 
employees 


100%  first  S2.000.  Same 
80%  of  excess 


80%  over  ded.  SI  00  up  50  =; 
to  S100. 000  lifetime  S20  i 
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TABLE  1  (Continued) 


Hospital  care 


General 
:onditions 


Mental 
conditions 


Outpatient  physicians'  services 


General 
conditions 


Mental 
conditions 


Benefit  is  same  for 
both  types  of 
conditions 
(Yes  or  No) 


Hospital 


Outpatient 
care 


Printing  Industry 
Brown  and  Bigelow  and 
other  employers- 
Bookbinders 


None  except  X-ray  and  Same 
laboratory 


Printing  Industry 
Chicaqo  Lithographers 
Association- 
Lithographers 


S3  per  visit  up  to 
S200;  80%  over  ded. 
S100  up  to  S30.000 


Prudential  Insurance 
Co.  of  America 
All  employees 


100%  of  1st  S5.000;  Same 
80%  of  excess 


80%  over  ded.  S50- 
S250,  unlimited 


50%;  maximum  S40 
per  visit,  50  visits 


Publishers'  Assoc.  of 
NYC 

Typographers,  Local  6 


Pullman,  Inc. 
Pullman-Standard  Dr 
Steelworkers 


80%  over  ded.  S50  up 
to  $1 5,000  per  year 


Up  to  $1,500  per 


Railroad  Industry 
Various  employers 
Various  unions 


S6  per  visit  up  to 
S1.350  per  year;  80% 
over  ded.  S100  up  to 
S50.000  lifetime 


RCA  Corporation 
Electrical  HUE  a 
IBEWI 

All  employees 


365  plus  80%  for  Same 
all  additional  days 


80%  over  ded.  SI 00  up 
to  SI 00,000  per 
disability 


50%,  limits  of  S20 
per  visit,  100 
visits  per  benefit 
period  (2  years  per 
disability) 


Restaurant  Industry 
Various  employers 
(NYC) 

Hotel  &  restaurant 
employees,  Local  8! 


120  plus  50%  of  cost     None  except 
for  additional!  80         for  shock  or 
surgery 


Benefits  of  HIP  or  GHI  Both  offer  reduced 
benefits  for  mental 
conditions 


Retail  Trade  Industry 
Various  employers 
(NYC) 

Retail  clerks.  Local 


80%  over  ded.  SI  00 
up  to  S1 0,000  per 
disability 


Retail,  Wholesale  and 
Warehouse  Industries 

Various  employers 

(NYC) 

Retail,  Wholesale  and 
Department  Store 
Union-District  65 


120  plus  50%  for 
additional  180 


21  plus  9 
at  50% 


Visits  at  regular  and 
customary  charge, 


No  Yes 


Rockwell  Intern'1 
Auto  workers 
All  employees 


Corp. 


Safeway  Stores,  Inc. 
All  full-time  salaried 
and  wage  employees 


80%  over  ded.  S50 
up  to  $7,500  per  year 
(hourly),  S20,000/year 
for  others 

S4  per  visit  up  to 
SI  50;  80%  over  ded. 
SI  00  up  to  SI  5,000  pe 
disability 


Psychiatric  up 
to  S400 


50% 


Yes  No 


Yes  No 
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oeneTit  15  yamo  iui 
both  types  of 
conditions 

 Hospital  care   Outpatient  physicians'  services   (Yes  or  No) 

General  Mental  General  Mental  Hospital  Outpatient 

Company  conditions  conditions         conditions  conditions  care  care 


Shipyard  Industry 
Various  employers 
(Pacific  Coast! 
Various  metal  trades 
unions 

Sperry  Rand  Corp. 
Sperry  Gyroscope  Di\ 
and  Sperry  Systems 
Mgt.  Div. 
Electrical  HUE) 


70— employees 
31 -dependents 


120  plus  50%  of 
cost  for  additional 
180 


S5.50  per  visit.  100 
visits;  80%  over  ded. 
$100  up  to  S1  0,000 
lifetime 


80%  over  ded.  S 100  up 
to  S1 0,000  per  benefit 
period;  HIP  and  GHI 
optional 


Yes  Yes 


No  Yes 


Sperry  Rand  Isame  as 
above I 

All  nonunion  salariec 

employees 


120  plus  50%  for 
additional  180 


80%  over  ded.  S100  up 
to  S25.000  per  benefit 
period 


No  Yes 


Standard  Oil  Co.  (Ind.) 
and  subdivision 
All  employees 


1 00%  of  1  st  S500 
of  room  and  1st 
S3.975  of  ancillarit 
then  75%  up  to 
325,000  a  year 


75%  over  ded.  S100  1 
to  $25,000  per  year 


Yes  No 


J.  P.  Stevens  and  Co.  Inc. 
All  regular  full-time 
salaried  employees 


365 


80%  over  ded.  SI  50  up 
to  $25,000  per  calendar 
year 


Yes  No 


Susquehanna  Corp. 
Atlantic  Research 
Corp.  Division 
Salaried  employees 


80%  over  ded.  S100  up 
to  $10,000  lifetime 


No  Yes 


Swift  and  Co. 
(Esmark,  parent  co.) 
Meat  cutters 

Swift  and  Co. 
(Esmark,  parent  co.) 
Salaried  employees 

Time,  Inc. 
All  salaried  employees 


80%  over  ded.  S300  up 
to  $5,000  per 
disability 

80%  over  ded.  $100  up 
to  $20,000  lifetime 


75%  over  ded.  S50  up 
to  $50,000  lifetime 


$20  a  visit,  40 
visits  per  year 


Yes  Yes 


Yes  No 


No  Yes 


Trucking  Industry 
Local  cartage  & 
over-the-road  freight, 
various  associations 
and  employers-ICentral 
States,  Southeast  & 
Southwest  areas) 
Teamsters 


80%  over  ded.  SI  00 
up  to  S7.500  per 
disability 


Trucking— Warehouse  . 
other  industries 
(Western  Statesl- 

Teamsters  (Western 

Confer.) 


$5  per  visit  up  to 
S750;  80%  over  ded. 
$100  up  to  S25.000 
lifetime 


50%  up  to  $15,000 


TRW,  Inc. 
All  salaried  employees 
m  Cleveland,  Ohio, 
area 


80%  over  ded.  S25  up 
to  $10,000  per  year 


Union  Carbide  Corp. 
Salaried  employees  in 
NYC  and  Westchester 
County 


80%  over  ded.  S1  00  up  Same 
to  $20,000  lifetime 
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TABLE  1  (Continued) 


Benefit  is  same  for 
both  types  of 
conditions 

Hospital  care  Outpatient  physicians' services  (Yes  or  No) 

General  Mental  General  Mental  Hospital  Outpatient 

Company  conditions  conditions  conditions  conditions  care  care 


Uniroyal,  Inc. 
Rubber  Workers 


None  except  X-ray 
allowance 


Yes  No  coverage 


United  Airlines,  Inc. 
Machinists,  all 
employees 


80%  over  ded.  S100- 
S300  (dep.  on  pay! 
up  to  S200.000  per 
d'sabil  ity 


Yes  Yes 


United  States  Lines,  Inc. 
All  salaried  employees 


80%  over  ded.  S50- 
S100up  to  S10.000 
per  disability 


50%.  up  to  S20 
a  visit,  75 
visits/year 


United  States  Steel 
Corp. 

Steelworkers 

Hourly  paid  employees 

and  nonexempt  salaried 

employees 


60  days  per 

12-month 

period 


S0%  over  ded.  S50  up 
to  SI  5,000  a  year 


United  States  Steel 
Corp. 
Exempt  salaried 


80%  over  ded.  S50  of 
1st  S2.000.  90%  of 
excess  up  to  S20.000 
per  year 


Same  bui  80%  of  1st  No 
$1,000  and  50%  of 
excess  per  calendar 
year  up  to  S20.000 


Upholstering  and  Allied 
Trades  Industries 

Various  employers 

Upholsterers 


50— emp'oyees 
31-dependent 


S2  per  visit  of  up  to 
SI 50;  80%  over  ded. 
S100upto  $10,000 
lifetime 


50%;  S20  per  treat-  Yes 
ment,  1  per  week 


Westinghouse  Electric  365 
Corp. 

Electrical  (IUE) 

All  employees 


Westvaco  Corp. 
Paper  workers 


70 


85%  over  ded.  $50  up 
to  S250, 000  lifetime 


80%  over  ded.  S100  up 
to  $15,000  per  benefit 
period 


Weyerhaeuser  Co. 
Nonunion  salaried 
employees 


100%  1st  S1.200. 
80%  of  excess  up  i 
S30.000  lifetime 


80%  over  ded.  $50  up 
to  S30.000  lifetime 


Same  but  up  to  $20 
per  visit,  S500  per 
calendar  year 


Wyandotte  Industries 

Corp. 
Div.  of  First  Hartford 
Textile  workers  (TWUAI 


'Under  basic  benefits,  allowances  for  e'ectroshock  treatments  in  or  out  of  hospital. 
••Allowances  for  electroshock  treatments  in  or  out  of  hospital. 
•"Under  basic  benefits,  full  cost  of  elect-oshock  treatments  in  or  out  of  hospital. 
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STUDY  3 

BLUE  CROSS  HOSPITAL  BENEFITS  FOR  MENTAL  ILLNESS* 


Most  Blue  Cross  plans  provide  lower  benefits  for 
mental  conditions  than  for  general,  i.e.,  nonmental, 
conditions.  As  of  November  1 974,  52  of  the  74  plans— 70 
percent— under  their  most  widely  held  contract1  pro- 
vided lower  benefits  for  mental  illness  cared  for  in 
general  hospitals  than  for  general  illness,  while  22—30 
percent— had  the  same  benefits  for  both  general  and 
mental  conditions  in  general  hospitals.  The  situation 
under  the  most  comprehensive  contract  of  the  plans  was 
the  same.  Only  six  plans  under  both  their  most  widely 
held  and  most  comprehensive  contracts  provided  the 
same  benefits  for  mental  as  for  general  conditions  in 
both  general  and  private  mental  hospitals,  and  only 
three  or  four  of  these  provided  the  same  benefits  for 
mental  as  for  general  conditions  in  general  hospitals  and- 
in  both  private  and  public  mental  hospitals. 

However,  to  accentuate  the  positive  side  of  the  situa- 
tion, all  except  four  Blue  Cross  plans  provided  some 
coverage  of  care  for  mental  illness  in  general  hospitals 
under  their  most  widely  held  contract,  and  the  four  that 
were  the  exception  offered  riders,  at  an  additional 
premium,  giving  such  coverage.  Furthermore,  52 
plans — 70  percent— under  the  most  widely  held  contract 
provided  some  coverage  of  mental  conditions  in  private 
mental  hospitals,  and  34  provided  some  coverage  of  care 
in  public  mental  hospitals.  A  few  other  plans  offered  this 
coverage  under  their  most  comprehensive  contract. 

The  accompanying  compilation,  "Blue  Cross  Plans: 
Duration  of  Benefits  for  General  and  Mental  Illness  and 
Tuberculosis"  (see  Table  7  at  the  end  of  this  chapter), 
includes  the  number  of  benefit  days  provided  by  each 
plan  for  general  illness  and  for  mental  illness  in  general 
hospitals  and  in  private  and  public  mental  hospitals,  as 
of  November  1974.  The  data  were  compiled  by  the  Blue 
Cross  Association  from  the  Blue  Cross  Manual,  an  in- 
house  publication,  which  describes  the  contracts  issued 
by  each  plan. 


•The  writer  would  like  to  express  his  thanks  to  the  Blue  Cross  Asso- 
ciation and  particularly  to  Mr.  Joseph  C.  Woosley.  Senior  Vice  Pres- 
ident. Research  and  Development,  and  his  staff  for  their  assistance, 
without  which  this  study  could  not  have  hcen  made 

'The  most  widely  held  contract  of  a  plan  is  the  contract  held  by  more 
members  than  any  other  contract.  It  is  nut  necessarily  the  contract 
held  b>  a  majority  of  the  members. 


Tables  1  and  2.  developed  from  this  compilation, 
show  the  distribution  of  plans  according  to  number  of 
benefit  days  for  general  illness  and  for  mental  illness  in 
general  hospitals  and  in  public  and  private  mental 
hospitals.  Under  their  most  widely  held  contract  (Table 
1),  all  except  five  of  the  74  plans  provided  70  or  more 
days  of  care  per  admission  for  general  illness,  and  almost 
three  fourths  provided  120-125  or  more  days  peradmis- 


TABLE  1 

Duration  of  Benefits  for  General  and  Mental  Illness 
Under  Most  Widely  Held  Contract 
Blue  Cross  Plans,  November  1974 


Mental  illness  in 


General  illness  ii 

Private 

Public 

Days  of  care 

General 

General 

mental 

mental 

provided 

hospitals 

hospitals 

hospitals 

hospitals 

All  plans 

74 

74 

74 

74 

Zero 

4a 

22c 

40c 

10 

1 

1 

15 

20-21 

2 

1 

30-31 

4 

42b 

33d 

22d 

35 

45 

2 

2 

70 

12 

5 

6 

90-100 

2 

1 

120-125 

39 

12 

8 

6 

150-180 

2 

365 

13 

5 

1 

485 

730 

3  All  of  these  offer  riders  covering  care  for  30  or  more  days. 
"Three  of  these  plans  offer  riders  to  increase  days  to  70,  90,  or  1  20. 
cTwo  of  these  plans  offer  riders  covering  care  for  30  days  or  more. 
dOne  offers  a  rider  to  increase  coverage  to  70  or  more  days. 
eProvides  an  additional  180  days  at  half  benefits. 
Note    A  few  of  the  plans  shown  as  providing  benefits  in  private 
mental  hospitals  provide  such  benefits  in  member  or  contracting 
hospitals  only  and  few  or  no  mental  hospitals  may  be  in  this  cate- 
gory. Also  some  plans,  about  nine,  limit  benefits  to  very  small  allow- 
ances per  day,  e.g..  S9.  S10,  S15,  S16.  S18  per  day,  while  a  number 
of  others  provide  reduced  benefits  as  compared  with  those  provided 
for  stays  in  general  hospitals.  A  few  plans  shown  as  providing  bene- 
fits in  public  mental  hospitals  limit  benefits  to  small  allowances  per 
day. 
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at  an  additional  premium,  giving  some  coverage;  four 
provided  ten  to  20  or  21  day  -  42  provided  30  or  31  days 
of  coverage:  23  provided  70  or  more  days  of  coverage.  In 
private  nonprofit  or  proprietary  mental  hospitals.  22  of 
the  plans  offered  no  coverage,  although  two  of  these  did 
offer  some  coverage  through  riders;  33  provided  30  or  3 1 
benefit  days;  and  15  provided  70  or  more  days  of 
benefits.  As  regards  care  in  public  mental  hospitals.  40 
plans  provided  no  coverage  (two  offered  riders  giving 
some  coverage),  22  provided  30  or  31  benefit  days,  and 
eight  provided  70  or  more  days  of  coverage. 

Under  their  most  comprehensive  contract  (Table  2). 
the  plans  provided  appreciably  more  days  of  care  for 
general  illness.  Thus,  all  except  one  provided  at  least 
70  days  of  benefits.  36  provided  120-125  days  of  cover- 
age, and  27  gave  coverage  for  365  days  or  longer. 
However,  there  is  not  a  great  deal  of  difference  in  the 
coverage  offered  for  mental  illness  under  the  most 
comprehensive  and  the  most  widely  held  contract.  In 
fact,  the  great  majority  of  plans  offered  the  same  benefits 
for  mental  illness  under  both  contracts. 

Under  the  most  comprehensive  contract,  three  plans 
provided  no  coverage  of  mental  illness  in  general  hospi- 
tals (but  all  offered  some  coverage  under  riders  at  an 
additional  cost),  41  plans  provided  30  or  31  days  of 
coverage,  and  22  provided  120  or  more  days  of  coverage. 

TABLE  2 

Duration  of  Benefits  for  General  and  Mental  Illness 
Under  Most  Comprehensive  Contract 
Blue  Cross  Plans,  November  1974 


Mental  illness  in 


General  illness 

Private  < 

•  Public 

Days  of  care 

General 

General 

mental 

mental 

provided 

hospitals 

hospitals 

hospitals 

hospitals 

All  plans 

74 

74 

74 

74 

Zero 

3a 

21c 

37 

10 

1 

15 

1 

20-21 

1 

30-31 

41° 

35d 

22e 

35 

45 

2 

2 

70 

6 

4 

3 

3 

90-100 

1 

120-125 

36 

10 

6 

4 

150-180 

3 

1 

1 

1 

365 

24 

10 

4 

4 

485 
730 

2 

1 

1 

3  All  of  these  plans  offer  riders  to  cove'  care  for  30  or  more 

days. 

"Two  of  these 

offer  riders  to  c 

aver  care  for  70  or  more  day: 

cOne  of  these  offers  a  rider  to 

cover  ca'e  for 

30  days. 

aTwo  of  these  offer  riders  to  .r 

lcrease  days  tc 

)  70  or  more. 

eOne  of  these  offers  a  rider  to 

increase  days 

to  70  or  more. 

Note:  See  note 

!  in  Table  1. 

days,  and  the  remainder  provided  45  to  730  days  of 
coverage. 

As  regards  public  mental  hospitals.  37  plans,  under 
their  most  comprehensive  contract,  provided  no  cover- 
age, 22  provided  30  or  31  days  of  benefits,  and  nine 
provided  120  or  more  days  of  benefits. 

Actually,  the  situation  as  regards  coverage  for  mental 
conditions  was  somewhat  less  favorable  than  these 
figures  indicate.  For  example,  a  few  plans  which  pro- 
vided some  coverage  in  mental  hospitals  did  not  provide 
full  benefits,  i.e.,  such  as  those  in  general  hospitals,  but 
only  dollar  allowances  which  probably  would  not  cover 
the  full  cost  of  care  at  least  in  private  mental  hospitals. 
Another  factor  is  that  a  few  plans  provided  coverage 
only  in  mental  hospitals  that  were  member  or  participat- 
ing hospitals,  and  there  may  be  few  or  no  mental 
hospitals  in  this  category. 

The  situation  is  also  less  favorable  as  regards  cover- 
age of  mental  illness  because  the  plans  generally  em- 
ployed a  different  basis  for  defining  benefit  days  per 
admission  or  period  of  time  for  mental  illness  than  for 
general  illness. 

As  regards  care  for  general  illness,  all  plans,  under 
both  their  most  widely  held  and  most  comprehensive 
contracts,  specified  a  certain  number  of  days  per  admis- 
sion. They  further  specified  that  any  subsequent  admis- 
sion is  to  be  considered  a  new  admission  if  a  specified 
period  of  time  has  intervened  since  discharge  from  the 
previous  admission;  any  readmission  before  the  elapse  of 
this  "separation"  period  is  considered  to  be  a  continua- 
tion of  the  first  admission. 

The  great  majority  of  the  plans— 63  out  of  74 — under 
both  their  most  widely  held  and  most  comprehensive 
contracts,  define  this  separation  period  as  90  days:  one 
plan  specified  120  days;  others  specified  60,  30,  28,  or 
fewer  days.  The  smaller  the  separation  period,  the  more 
favorable  it  is  for  the  subscriber. 

However,  a  less  favorable  basis  is  generally  used  for 
defining  benefits  in  mental  illness.  Thus,  as  regards  care 
in  general  hospitals  (Table  3),  34  plans,  under  their  most 
widely  held  contract,  specified  a  certain  number  of  days 
per  admission,  but  only  22  specified  a  separation  period 
of  90  days  or  less;  the  other  12  required  120,  180,  or  365 
days  to  intervene  before  a  subsequent  admission  would 
be  considered  as  a  new  admission.  The  remaining  36 
plans  providing  some  benefits  specified  that  the  stated 
number  of  benefit  days  would  be  the  maximum  provided 
in  a  given  period  — 18  specified  a  benefit  year,  i.e.,  the 
year  beginning  with  an  admission;  12  specified  a  contract 
year;  four  specified  the  calendar  year;  one  plan  specified 
two  years;  and  one  plan  provided  that  the  specified 
number  of  benefit  days  would  be  the  maximum  available 
during  the  subscriber's  life. 

The  situation  under  the  most  comprehensive  contract 
is  so  similar  that  there  is  no  need  to  describe  it. 

As  regards  care  in  private  mental  hospitals,  the  more 
restrictive  basis  of  defining  benefits  was  generally  em- 
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TABLE  3 

Basis  for  Determining  Benefits  for  Mental 
Illness  Under  Most  Widely  Held  Contract 
Blue  Cross  Plans,  November  1974 


In  mental  hospital! 

In  general  

All  plans  hospitals  Private  Public 


74 
40 


15 

2 
7 

6 

19 

9 
7 


ployed  (22  provided  no  benefits  and  for  four  the  basis  of 
benefits  was  not  indicated).  Thus,  under  the  most  widely 
held  contract,  of  the  48  plans  which  provided  specified 
benefits,  21  provided  a  given  number  of  days  per  admis- 
sion, with  12  requiring  a  separation  period  of  60  or  90 
days  and  nine  requiring  a  separation  period  o*f  180  or 
365  days;  the  other  27  plans  provided  a  specified  number 
of  days  per  period  of  time,  with  24  specifying  a  year  on 
one  basis  or  another,  one.  two  years,  and  two,  a  lifetime. 

The  benefits  for  care  in  public  mental  hospitals  were 
even  more  restricted  than  those  for  care  in  private 
mental  hospitals  fsee  Table  3). 

The  situation  under  the  most  comprehensive  contract 
is  approximately  the  same. 

At  this  point  it  is  appropriate  to  mention  that  in  terms 
of  number  of  persons  covered,  the  benefits  provided  for 
mental  conditions  by  Blue  Cross  plans  would  probably 
present  a  more  favorable  picture  than  that  shown  above. 
Generally,  the  smaller  plans  have  the  more  restrictive 
benefits  for  mental  conditions,  while  the  larger  ones  have 
the  more  liberal  benefits. 


TRENDS  IN  COVERAGE 

When  the  various  Blue  Cross  plans  were  first  estab- 
lished in  the  1930's  and  1940's.  they  quite  generally 


excluded  all  benefits  for  mental  conditions  or  provided 
very  few  days  of  coverage  as  compared  with  those  for 
general  illness.  Since  then  the  plans  have  gradually 
tended  to  provide  better  benefits  for  mental  conditions.- 

Tables  4  and  5.  analogous  to  Tables  I,  2.  and  3,  show 
the  distribution  of  Blue  Cross  plans  as  of  June  1971 
according  to  benefits  provided  for  mental  illness. 

A  comparison  of  the  tables  shows  that  there  has  been 
little  change  from  1971  to  1974,  although  there  has  been 
a  slight  liberalization  of  benefits. 

Comparisons  of  the  two  sets  of  tables  need  to  be  made 
with  care  since  somewhat  different  procedures  were  used 
in  the  two  studies  in  categorizing  the  plans.  In  1971.  two 
plans  were  shown  as  providing  no  days  for  mental  illness 
in  general  hospitals  under  the  most  widely  held  contract: 
in  1974,  there  were  four  such  plans.  But  these  four  plans 
all  offered  riders  giving  coverage,  and  they  would  have 
been  shown  in  1971  as  giving  the  number  of  days  that 

TABLE  4 

Distribution  of  Blue  Cross  Plans  by  Days  of  Care 
Provided  for  General  Illness  and  for  Mental  Illness 
in  General  Hospitals  and  in  Private  and 
Public  Mental  Hospitals,  June  1,  1971 


Genera 

hospitals 

General 

Mental 

Mental 

hospitals 

Days  covered 

illness 

illness 

Private 

Public 

Under  most  v 

/idely  held  contract 

All  plans 

74 

74 

74 

74 

Zero 

2 

19 

38 

10 

1 

1 

15 

20-21 

2 

1 
3 

3 

3 

30-31 

4 

44 

34 

19 

35 

2 

45 

2 

70 

16 

4 

2 

1 

• :: 

2 

120-125 

40 

13 

7 

6 

150-180 

2 

365 

7 

1 

1 

485 

1 

Unspec;<:ed 

3 

5 

3 

Under  most  comprehensive  contract 

All  plans- 

74 

74 

74 

74 

Ze-o 

1 

19 

37 

10 

1 

15 

1 

20-21 

2 

2 

2 

30-31 

1 

43 

33 

20 

45 

1 

2 

2 

70 

7 

4 

2 

2 

100 

1 

120-125 

36 

9 

5 

4 

150-130 

3 

1 

1 

1 

365 

23 

8 

3 

3 

485 

1 

730 

1 

1 

Unspecified 

2 

5 

2 

Source  Reed, 

Myers,  and  Sche 

dernande1  op.  cit.. 

p.  46. 

No  benefits  provided  4  22 

Bas  s  not  specified  —  4 
Days  pe."  admission  with 

specified  days  since 

discharge  required 

for  new  admission 

Total  plant  34  21 

No  minimum  1  — 

30  day  s  1  - 

60da/s  2  2 

90  days  19  10 

120  days  1  — 

1 80  days  or  6  months  7  7 

365  days  or  year  3  2 
Days  per  pe'  Od  of  time 

Total  plans  36  27 

Benefit  year  18  13 

Contract  year  12  8 

Calendar  year  4  3 

Two  years  1  1 

Ufe  1  2 
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were  provided  in  the  rider.  Actually,  therefore,  the 
situation  in  1974  was  more  favorable  in  that  there  were 
no  plans  which  did  not  otter  some  coverage  of  care  for 
mental  conditions  in  general  hospitals,  under  one  con- 

TABLE  5 

Distribution  of  Blue  Cross  Plans 
by  Basis  for  Determining  Benefits 
for  Mental  Illness,  June  1971 


Basis  for 

Private 

Pubic 

determining 

General 

mental 

mental 

benefits 

hospitals 

hospitals 

hospitals 

Under  most  widely  held  contract 

All  plans 

74 

74 

74 

Plans  providing  no  benefits 

2 

20 

38 

Plans  not  specifying  basis  for 

determining  benefits 

3 

3 

Plans  requiring  specified  days 

since  discharge  for  any 

admission  considered  a  new 

admission 

Total  plans 

30 

21 

14 

Days:  60 

2 

2 

2 

90 

18 

10 

6 

120 

0 

0 

180 

6 

7 

6 

365 

3 

2 

° 

Plans  placing  a  limit  on  days 

within  a  specified  period 

Total  plans 

39 

30 

21 

Period:  Contract  year 

12 

8 

7 

Calendar  year 

5 

4 

2 

Any  12-month  period 

19 

14 

9 

Two  years 

1 

1 

Lifetime 

2 

3 

3 

Under  most  comprehensive  contract 

All  plans 

74 

74 

74 
74 

Plans  providing  no  benefits 

18 

38 

Plans  not  specifying  basis  for 

determining  benefits 

3 

4 

1 

Plans  requiring  specified  days 

since  discharge  for  any 

admission  considered  a  new 

admission 

Total  plans 

32 

24 

15 

Days:  60 

2 

2 

2 

90 

21 

13 

8 

180 

6 

7 

5 

365 

3 

2 

0 

Plans  placing  a  limit  on  days 

within  a  specified  period 

Total  plans 

38 

28 

2b*'* 

Period:  Contract  year 

12 

8 

7 

Calendar  year 

5 

4 

Any  12-month  period 

19 

13 

10 

Two  years 

1 

1 

0 

Lifetime 

1 

2 

2 

Source-  Reed.  Myers,  and  Scheidema 

^el :  op.  ci 

..  p.  48 

tract  or  another,  while  in  1971,  two  p'ans  gave  no 
coverage  at  all  under  their  most  widely  held  contract. 

In  1971,  20  plans,  under  their  most  widely  held 
contract,  provided  more  than  30  or  31  days  of  coverage 
for  mental  conditions  in  general  hospitals:  in  1974,  24 
plans  provided  more  than  30  or  31  days.  In  1971,  12 
plans,  under  their  most  widely  held  contract,  provided 
more  than  30  or  31  days  in  private  mental  hospitals:  in 
1974,  there  were  17  plans  providing  such  coverage. 

Under  their  most  comprehensive  contract  in  1971,  24 
plans  offered  more  than  30  or  3 1  days  of  care  for  mental 
illness  in  general  hospitals;  in  1974,  27  plans  provided 
more  than  30  or  31  days  of  coverage.  In  197L,  14  plans 
provided  more  than  30  or  31  days  in  private  mental 
hospitals;  in  1974,  there  were  17  such  plans. 

In  general,  however,  the  situation  in  1974  was  not 
greatly  better  than  that  in  1971  as  regards  coverage  of 
mental  illness. 

SOME  ADDITIONAL  COMMENTS 

In  considering  Tables  1,  2,  and  3,  one  is  struck  by  the 
wide  diversity  among  the  plans  in  coverage  of  mental 
illness.  A  few  provided  the  same  benefits  for  mental  as 
for  other  conditions  in  both  general  and  mental  hospi- 
tals. The  great  majority  provided  no  benefits,  or  quite 
limited  benefits,  in  private  mental  hospitals.  One  won- 
ders what  has  been  the  difference  in  experience,  local 
situation,  or  background  that  resulted  in  such  different 
policies. 

The  compilation  made  by  the  Blue  Cross  Association 
also  shows  days  of  care  provided  for  tuberculosis  (Table 
1).  One  notes  that  many  plans  provided  quite  restricted 
benefits  for  tuberculosis,  both  in  general  hospitals  and 
private  and  public  tuberculosis  hospitals.  Most  of  the 
beds  in  hospitals  that  care  only  or  mainly  for  patients 
with  tuberculosis  are  in  public  hospitals.  The  restricted 
benefits  provided  in  these  hospitals  were,  it  may  be 
surmised,  mainly  due  to  the  reluctance  of  the  plans  to 
pay  for  care  which  can  frequently  be  obtained  by  the 
patient  free  or  at  minor  cost  from  government  sources. 
The  same  factor  goes  far  to  explain  the  limited  benefits 
for  mental  conditions  in  public  mental  hospitals. 

One  of  the  reasons  frequently  cited  by  Blue  Cross 
plan  executives  for  the  lower  hospital  benefits  for 
mental  than  for  general  conditions  is  the  large  expense 
that  might  be  incurred  if  full  coverage  of  mental  condi- 
tions were  provided.  This  can  hardly  be  the  explanation 
of  the  lower  benefits  for  tuberculosis,  since  this  disease 
has  now  become  almost  a  rarity  and  the  days  of  car. 
provided  for  it  are  statistically  insignificant. 

One  suspects  that  in  both  cases  history  provides  sonu- 
part  of  the  explanation  for  the  lower  benefits  for  bot.' 
mental  illness  and  tuberculosis;  specifically,  that  the 
plans  were  originally  started  largely  by  general  hospitals 
and  were  designed  to  serve  the  patients  of  these  hospi- 
tals, and  that  past  p;strictions  have  been  brought  for- 
ward into  the  present  with  insufficient  scrutiny  as  to  the 
need  for  their  continuation. 
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0R  COOPERATING  WITH  BLUE  CROSS  PLANS 

As  already  mentioned,  an  additional  factor  in  the 
lower  benefits  provided  by  many  plans  for  mental 
conditions  is  that  many  private  mental  hospitals  and 
most  public  mental  hospitals  are  not  member  or  con- 
tracting hospitals  of  the  plans,  and  that  benefits  pro- 
vided to  patients  in  nonmember  or  noncontracting 
hospitals  are  lower  than  those  provided  in  member  or 
contracting  hospitals. 

It  is  much  more  advantageous  for  a  Blue  Cross 
subscriber  to  be  hospitalized  in  a  member  (contracting 
or  cooperating)  hospital  than  in  a  nonmember  one 
because  in  a  member  hospital  the  subscriber  receives 
service  benefits,  i.e.,  room  and  board  and  generally  all  of 
the  special  services;  in  a  nonmember  hospital,  he  receives 
only  per  diem  indemnity  allowances  which  may  fall  far 
short  of  the  cost. 

In  order  that  information  could  be  obtained  on  this 
point,  the  Blue  Cross  Association  was  asked  to  provide 
information  on  the  number  and  bed  capacity  of  private 
and  public  mental  hospitals  which  were  member  (con- 
tracting or  cooperating)  hospitals  of  Blue  Cross  plans  in 


Association.  It  will  be  seen  that  as  of  November  1974 
there  were  96  private  mental  hospitals,  with  9,436  beds, 
and  40  public  mental  hospitals,  with  43,222  beds,  that 
contracted  or  cooperated  with  the  Blue  Cross  plans  of 
their  area. 

According  to  Hospital  Statistics.  1974,  issued  by  the 
American  Hospital  Association,  there  were  in  the  United 
States  200  private  mental  hospitals  with  16.539  beds  and 
343  nonfederal  public  mental  hospitals  with  405,460 
beds.  So  48  percent  of  the  private  mental  hospitals  with 
57  percent  of  the  bed  capacity  were  contracting  or 
cooperating  hospitals,  and  12  percent  of  the  nonfederal 
public  mental  hospitals  with  1 1  percent  of  the  beds  were 
contracting  or  cooperating  hospitals. 

It  would  be  very  useful  to  know  why  more  private  and 
public  hospitals  are  not  member  (contracting  or  cooper- 
ating) hospitals  of  the  plans.  Is  it  because  they  have  not 
applied  to  the  plan  for  membership  status,  believing 
nonmembership  status  for  one  reason  or  another  to  be 
more  advantageous  to  them?  Or  is  it  because  they  have 
applied  and  were  rejected  by  the  plan  for  one  reason  or 
another?  Are  there  some  plans  which  have  a  fixed  rule 
that  private  or  public  mental  hospitals  will  not  be 
accepted  as  member  hospitals,  and,  if  so.  why? 


TABLE  6 

Psychiatric  Hospitals  Contracting  or  Cooperating  with 
Blue  Cross  Plans,  by  State,  November  1,  1974 


Public 

Private 

Public 

Private 

mental  hospitals 

mental  hospitals 

mental 

hospitals 

mental  hospitals 

Number 

Number 

Number 

Number 

Number 

Number 

Number 

Number 

of 

of 

of 

of 

of 

of 

of 

of 

State 

hospitals 

beds 

hospitals 

beds 

State 

hospitals 

beds 

hospitals 

beds 

Alabama 

Montana 

Alaska 

200 

Nebraska 

2 

353 

Arizona 

2 

123 

Nevada 

Arkansas 

New  Hampshire 

California 

1 

248 

22 

1,725 

New  Jersey 

7 

13,299 

2 

365 

Colorado 

1 

67 

3 

256 

New  Mexico 

2 

909 

1 

92 

Connecticut 

5 

4,109 

5 

706 

New  York 

2 

251 

Delaware 

North  Carolina 

5 

9,126 

2 

231 

District 

North  Dakota 

1  * 

943* 

of  Columbia 

1 

131 

Ohio 

2 

170 

Florida 

Oklahoma 

1 

80 

Georgia 

3 

146 

Oregon 

Hawaii 

Pennsylvania 

6 

852 

Idaho 

Rhode  Island 

84 

Illinois 

3 

400 

South  Carolina 

50 

Indiana 

6 

5,820 

3 

125 

South  Dakota 

Iowa 

2 

483 

Tennessee 

1 

194 

1 

50 

Kansas 

2 

207 

Texas 

6 

374 

Kentuc  ky 

2 

384 

Utah 

Louisiana 

2 

140 

Vermont 

Maine 

Virginia 

1 

120 

5 

648 

Maryland 

.  ...  5 

582 

Washington 

2 

2,195 

2 

131 

Massachusetts 

West  Virginia 

52 

Michigan 

1 

50 

5 

613 

Wisconsin 

4 

284 

Minnesota 

Wyoming 

Mississippi 

2 

5,106 

Missouri 

184 

Total 

40 

43,222 

96 

9.436 

'Cooperating,  but  no  voting  rights. 


Source:  Data  compiled  by  the  8lue  Cross  Association  from  the  Blue  Cross  Manual  and  Hospital  Statistics.  1974  (American  Hospital  Association). 
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STUDY  4 


FINDINGS  OF  A  SURVEY  OF  SELECTED  BLUE  CROSS 
AND  BLUE  SHIELD  PLANS  REGARDING  COVERAGE  AND 
UTILIZATION  OF  CARE  FOR  MENTAL  CONDITIONS,  1974 


The  purpose  of  this  survey  was  to  obtain  detailed 
information  on  the  coverage  by  Blue  Cross  and  Blue 
Shield  plans  of  care  for  mental  conditions,  particularly 
outpatient  care,  and  the  utilization  of  such  care. 

At  the  outset  the  Blue  Cross  Association  and  the 
National  Association  of  Blue  Shield  Plans  were  con- 
tacted. The  officials  in  charge  of  research  at  both 
organizations'  agreed  that  they  would  make  such  a 
survey  possible  and  would  facilitate  it  by  cooperatively 
sending  a  questionnaire,  to  be  developed  by  the  writer, 
to  a  number  of  selected  Blue  Cross  and  Blue  Shield  plans 
and  urging  the  plans  to  respond. 

A  questionnaire  was  developed  asking  for  coverage 
and  utilization  of  a)  hospital  care,  b)  physicians'  in- 
hospital  services,  c)  outpatient  care  under  supplementary 
major  medical  contracts,  and  d)  outpatient  care  under 
basic  benefit  contracts  covering  physicians'  services  in 
the  office  and  home. 

The  Blue  Cross  Association  and  the  National  Asso- 
ciation of  Blue  Shield  Plans  sent  the  questionnaire  to  16 
pairs  of  cooperating  or  integrated  Blue  Cross  and  Blue 
Shield  plans  or  to  single  (nonaffiliated)  Blue  Cross  and 
Blue  Shield  plans.2  Replies  were  received  from  15  plans 
or  pairs  of  plans.3  The  responses  are  tabulated'in  the 
following  tables  dealing,  respectively,  with  hospital  care, 
in-hospital  physicians'  services,  outpatient  care  under 
major  medical  programs,  and  outpatient  care  under 
basic  benefit  programs. 

The  data  on  coverage  for  outpatient  care  are  believed 
to  be  particularly  useful.  The  data  on  utilization  are 
sparse. 


'Joseph  C.  Woosley.  Senior  Vice  President.  Research  and  Develop- 
ment. Blue  Cross  Association,  and  Dav:d  H.  Reid,  Operations  Dim- 
sion.  National  Association  of  Blue  Shield  Plans. 
-'Blue  Cross  and  Blue  Shield  plans  serving  the  same  area  are  usual!) 
affiliated— set  up  as  separate  corporations  hut  with  the  same  adminis- 
trative personnel  and  frequently  the  same  executive  head.  In  some 
cases  the  plans  arc  integrated,  i.e.,  one  organization  is  both  a  Blue 
Cross  plan  and  a  Blue  Shield  plan. 

'The  responses  provided  data  from  12  Blue  Cross  plans  and  ten  Blue 
Shield  plans.  There  were  74  Blue  Cross  plans  and  70  Blue  Shield  plans 
as  of  January  1974.  The  responding  Blue  Cross  plans  contained  ap- 
proximately 31  percent  of  the  membership  of  all  Blue  Cross  plans: 
the  rasfonding  Blue  Shield  plans  contained  36  percent  of  the  member- 
ship of  all  Blue  Shield  plans 


A  summary  of  the  findings  follows. 

Table  1  shows  nothing  new.  Similar  data  for  all  plans 
are  shown  in  Study  3,  "Blue  Cross  Hospital  Benefits  for 
Mental  Illness." 

Table  2  gives  data  on  utilization  of  hospital  care  for 
mental  conditions  from  ten  plans.  Hospital  admissions 
for  mental  conditions  in  most  plans  were  two,  three, 
four,  or  five  percent  of  admissions  for  all  conditions. 
Days  of  care  for  mental  conditions  ranged,  for  most 
plans,  from  29  to  83  days  per  1,000  covered  population 
(excluding  one  plan  with  rates  so  low  as  to  be  question- 
able), and  days  for  mental  conditions  as  a  percent  of 
days  for  all  conditions  ranged  from  4.4  to  11.8.  Annual 
covered  charges  for  hospital  care  for  mental  conditions 
ranged  from  S2.76  to  S5.19  per  covered  person — gener- 
ally equal  to  three,  four,  or  five  percent  of  covered 
charges  for  all  conditions.  The  greater  part  of  the 
hospitalization  for  mental  conditions  was  in  general 
hospitals.  All  of  these  data  are  quite  similar  to  those 
found  for  1969  or  1970  in  the  last  APA  survey  of  Blue 
Cross  Plans.4 

Table  3,  related  to  coverage  of  in-hospital  physicians' 
services,  gives  a  little  more  information  on  this  coverage 
than  has  previously  been  available.  It  indicates  that  Blue 
Shield  plans  generally  covered  physicians'  services  in 
private  mental  hospitals  as  well  as  general  hospitals.  It 
indicates  that  there  were  generally  no  special  exclusions 
or  limitations  on  care  of  alcoholism  or  drug  abuse. 
Generally,  the  number  of  visit  days  was  limited  to  the 
same  number  of  days  of  hospital  care  as  was  provided 
under  hospital  benefits  by  the  companion  Blue  Cross 
plan. 

Table  4  gives  some  utilization  data  for  in-hospital 
physicians'  services  for  four  plans.  Little  new  is  added  to 
what  was  known  before. 

Table  5  (in  two  parts)  gives  valuable  new  data  on 
coverage  of  outpatient  care  of  mental  conditions  under 
supplementary  major  medical  contracts.  Most  of  the 
plans  had  such  contracts. 

The  data  indicate  wide  variation  in  coverage  among 
the  plans  under  their  most  widely  held  contract  (Table 
5 A).  Of  1 1  plans  or  pairs  offering  such  coverage  (Blue 

*L.  S    Reed.  E.  S.  Myers,  and  P.  L.  Scheidemandel:  op.  cil..  pp. 
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Shield  plans  operating  independently  do  not  offer  this 
Type  of  coverage),  seven  paid  50  percent  (or  less)  of 
charges  for  outpatient  care  of  mental  conditions — as 
opposed  to  80  percent  for  other  conditions — and  most 
had  other  inside  limitations,  i.e.,  limitations  on  amount 
of  reimbursable  charges  per  visit,  on  number  of  visits  per 
year,  or  on  maximum  benefits  payable.  Three  plans  paid 
80  percent  of  charges  with  no  special  limitations,  i.e., 
they  paid  the  same  benefits  for  mental  as  for  other 
conditions.  The  remaining  plan  offered  a  variety  of 
options— from  no  coverage  to  50  percent  and  to  80 
percent,  and  with  or  without  special  maximums  on 
benefits  payable. 

Most  of  the  plans  had  no  special  limitations  or 
exclusions  on  treatment  modalities.  Two  excluded  mari- 
tal therapy  or  marital  counseling;  another  plan  specified 
that  marital  counseling  must  be  done  by  a  physician. 
Two  restricted  service  to  the  patient  only— meaning, 
probably,  that  collateral  visits  with  other  members  of  the 
family  would  not  be  paid  for  unless  they  were  patients 
also. 

The  plans  varied  widely  as  to  whether  they  would 
provide  reimbursement  for  the  charges  of  other  practi- 
tioners, i.e.,  psychologists,  social  workers,  and  psychiat- 
ric nurses.  Most  paid  charges  of  psychologists  for  both 
testing  and  therapy  and  usually  independently  of  a 
physician,  i.e.,  not  requiring  referral  by  or  supervision  of 
care  by  a  physician.  Of  the  few  plans  which  would 
reimburse  the  charges  of  social  workers  or  psychiatric 
nurses,  most  would  only  do  so  when  the  care  was  under 
the  supervision  of  a  physician. 

There  appears  also  to  be  wide  variation  as  regards  the 
types  of  outpatient  psychiatric  clinics  whose  charges 
were  covered  (Table  5B).  Several  plans  indicated  that 
their  guide  in  this  matter  was  the  practitioner— that  they 
would  reimburse  the  charges  of  a  psychiatrist  in  any 
setting  for  a  valid  diagnosis.  Some  plans  would  reim- 
burse the  charges  of  alcoholism  or  drug  addiction 
rehabilitation  centers,  while  others  specifically  excluded 
these.  Some  plans  indicated  that  they  would  reimburse 
the  charges  of  outpatient  clinics  only  if  such  clinics  were 
affiliated  with  hospitals. 

The  replies  as  to  requirements  that  outpatient  facili- 
ties must  meet  in  order  to  be  paid  by  the  plan  were  not 
very  conclusive.  Some  indicated  state  licensure  and /or 
hospital  accreditation  by  the  Joint  Commission  on 
Accreditation  of  Hospitals  (JCAH).  The  key  factor  to  be 
borne  in  mind  in  considering  the  replies  is  that  under 
major  medical  contracts  reimbursement  of  incurred 
expenses  is  to  the  subscriber  and  not  to  the  facility. 

In  general  there  was  no  difference  in  the  basis  of 
remuneration  between  individual  private  practitioners 
and  clinics.  For  example,  if  the  plan  paid,  say,  50  percent 
of  charges,  it  would  be  50  percent  of  a  clinic's  charges  or 


of  an  individual  practitioner's  charges.  None  of  the  plans 
indicated  any  difference  between  individual  practitioners 
and  clinics  in  the  number  of  visits  which  would  be  paid 
for  or  maximum  benefits  payable. 

As  regards  paying  for  services  of  a  free-standing  clinic 
providing  general  health  services,  such  as  a  neighbor- 
hood health  center,  the  replies  suggest  that  few  plans 
have  a  fixed  policy  on  this,  presumably  because  the 
matter  comes  up  rarely,  if  ever.  (People  with  supplemen- 
tary major  medical  coverage  would  rarely  go  to  neigh- 
borhood centers  for  care.)  Probably  in  most  cases  a 
charge  would  be  reimbursed— if  service  was  rendered  by 
a  recognized  practitioner  for  a  valid  diagnosis.  The 
major  fact  to  be  borne  in  mind  is  that  under  these 
contracts  the  plan  pays  the  patient  and  not  the  practi- 
tioner or  clinic  and  that  any  reasonable  charge  billed  by 
or  approved  by  a  physician  will  probably  be  reimbursed. 

Only  one  plan — the  Cleveland,  Ohio,  Blue  Cross 
Plan — had  any  data  on  utilization  of  care  or  benefits  for 
mental  conditions  under  major  medical  contracts.  This 
plan  reported  that  charges  of  psychiatrists  and  psycholo- 
gists combined  were  1 1 .3  percent  (psychiatrists  were  11.1 
percent,  psychologists  0.2  percent)  of  charges  of  all 
physicians  for  outpatient  care,  and  that  charges  of 
organized  outpatient  facilities  amounted  to  six  percent 
of  those  of  psychiatrists  and  psychologists.  It  is  evident 
that  few  plans  develop  statistics  on  utilization  of  major 
medical  benefits  by  diagnosis. 

Table  6  relates  to  coverage  of  outpatient  care  of 
mental  conditions  under  basic  benefit  contracts.  Only 
three  plans  (one  available  through  riders)  offered  con-' 
tracts  which  provided  basic  benefit,  first-dollar  coverage 
of  physicians'  services  in  the  office  and  home  for  any 
condition.  One  of  these  is  California  Blue  Shield,  which, 
under  its  standard  contract  covering  physicians'  services 
in  the  office  and  home,  paid  only  for  an  initial  visit  to 
establish  a  psychiatric  diagnosis— no  visits  for  psycho- 
therapy. In  other  words,  the  only  real  coverage  of  outpa- 
tient care  for  mental  conditions  was  under  supplemen- 
tary major  medical  contracts.  (The  coverage  by  some 
plans  of  UAW  is  an  exception  to  this  statement.) 

IN  CONCLUSION,  this  survey  of  a  sample  of  Blue 
Cross  and  Blue  Shield  plans  indicates  that  the  plans 
are  feeling  their  way  forward  in  covering  mental  condi- 
tions and  that  most  are  hesitant  to  provide  full  cover- 
age— the  same  as  for  otherconditions.  It  further  indicates 
that  the  plans  feel  that  they  have  problems  in  covering 
outpatient  care  of  mental  conditions.  Certainly,  the 
policies  of  the  individual  plans  varied  widely.  Confer- 
ences-local, state,  regional,  or  national— between  repre- 
sentatives of  the  profession  and  representatives  of  the 
plans  might  be  helpful  in  identifying  problems  and 
reaching  solutions. 
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TABLE  1 

Certain  Blue  Cross  and  Blue  Shield  Plans, 
Hospital  Coverage— Benefits  Provided  for  General 
and  Mental  Conditions,  August-October  1974 


Days 


Basis  hospi 


ivate  mental  Public  mental 

hospitals  hospitals 


Partial 
hospitalization 
provisions 


Special  exclusions 
or  limitations 


Blue  Shield 
of  California 


Connecticut 
Blue  Cross 


365 


SP  30       Not  cover 


except  by  r'der 
120+365       SP  30      45-SP/1S0       45  -  SP  U 


None 

(1  PD=1  D) 


Effective  10/1/74, 
will  pay  for  care 
in  alcoholism 
treatment  facility 


Delaware  120 
Blue  Cross 


SP90       Part  of  120  A  Partofl20/A 


Partof120/A  None 

(1  PD=1  D) 


In  specialized  care 
facilities  for  treatment 
of  alcoholism  or  drug 
addiction,  two  30-day 
periods  during  lifetime 
one  per  1 2-month 
period 


Kentucky 
Blue  Cross 


SP  90  31-SP/90 


None 


Maryland 
Blue  Cross 


SP  90      30  per 
days 


30  5>S20  per  day      30  @S20  per  day  None 

per  180-day  per  180-day  (understudy! 

period  period 


New  York 
Blue  Cross- 
Blue  Shield, 
N.Y.C 


21+18C 
@50% 


SP/90       30  per  12 
months 


30  per  12 
months 


None 

(1  PD=1  D) 


New.  York 
Blue  Cross, 
Syracuse 


70  SP  90      70-SP/90       '  None  except  in  None 

local  member 


Ohio 

Blue  Cross, 
Cincinnati 


70-730         SP,90  Same 


30  days  ia>S25.  30  days  @S5,  None 
lifetime  lifetime 


Ohio 

Blue  Cross, 
Cleveland 


Pennsylvania 
Blue  Cross, 
Philadelphi. 


120-730       SP  90  San 


50-1 202       SP  90 


None  (except  Yes  (night 

UAW  contract)         care-2  for  1 1 


None  in  short-term 
hospitals.  Specialty 
hospitals  subject  to 
medical  review  for 
continuing  coverage 
via  certification 
program 

None 


Pennsylvania 
Blue  Cross, 
Pittsburgh 


30  per  12 
months 


South  Carolina 
Blue  Cross 


30  per  12 
months 


Tennessee 
Blue  Cross-135 


30  per  1 
months 


30  per  12 
months 


30  per  12 
months 


30  per  1 
months 


SP:  Separation  period-days  since  discharge  required  for  new  admission. 
PD  (under  partial  hospitalization):  Partial  day. 

'Approved  care  given  under  certification  program  in  clusters  of  30  days. 

2Fifty  days  first  year;  60  second;  80  :h,rd.  100  fourth;  and  120  fifth  year  and  thereafter 


650 


Certain  Blue  Cross  and  Blue  Shield  Plans, 
Hospital  Care-Utilization  in  1973 


Condition  and  Annual  Annual  days  Annual  covered 

type  of  admissions  per  charges  per 

Plan  hospitalization  per  1,000  1,000  covered  person 


Connecticut 
Blue  Cross 


All  conditions 

Mental  conditions 
In  general  hospital 
In  private  mental  hospital 
In  public  mental  hospital 

Mental  as  percent  of  all 


92 
4.5 
2.3 
0.4 


619 
73.3 
29.4 
12.3 
31.6 
11.8% 


S96.48 
5.16 
3.07 
1.09 
1.00 
5.3% 


Kentucky 
Blue  Cross 


All  conditions 
Mental  conditions 
Mental  as  percent  of  all 


127 
N  A 


775 
NA 
NA 


98.00 
5.19 
5.3% 


Maryland 
Blue  Cross1 


All  conditions 

Mental  conditions 
In  general  hospital 
In  private  mental  hospital 
In  public  mental  hospital 

Mental  as  percent  of  all 


102.9 
2.8 


1.0 
2.7% 


732 
45 
19 
8 


96.48 
2.76 
2.04 
.36 
.36 
2.9% 


New  York  City 
Blue  Cross-Blue  Shield 


All  conditions 
Mental  conditions 
Mental  as  percent  of  all 


74.8 
1.8 
2.4% 


630.8 
28.9 
4.6% 


New  York 
Blue  Cross,  Syracuse 


All  conditions 

Mental  conditions 
In  general  hospital 
In  private  mental  hospital 
In  public  mental  hospital 

Mental  as  percent  of  all 


107.4 
2.6 
2.5 
.1 

2.4% 


680.0 
39.5 
37.2 
2.3 

5.8% 


71.42 
2.79 
2.66 
.13 

3.9% 


Ohio 

Blue  Cross,  Cincinnati 


Pennsylvania 
Blue  Cross,  Philadelphi; 


Pennsylvania 
Blue  Cross,  Pittsburgh 


South  Carolina 
Blue  Cross-Blue  Shield 


Tennessee 
Blue  Cross-Blue  Shield 


All  conditions 

Mental  conditions 
In  general  hospitals 
In  private  mental  hospital 
In  public  mental  hospital 

Mental  as  percent  of  all 

All  conditions 
Mental  conditions  < 
Mental  as  percent  of  all 

All  conditions 
Mental  conditions 
Mental  as  percent  of  all 

All  conditions 
Mental  conditions 
Mental  as  percent  of  all 

All  conditions 
Mental  conditions 
Mental  as  percent  of  all 


127 
5.11 
3.972 
.352 
.312 
4.0% 

455.53 
3.8 


323. 11 4 
1 1.01" 
3.4% 

144 

12 

8.3% 

155 
3 

2.0% 


82.98 
63.262 
5.662 
6.262 
8.4% 

1,201.5 
57.0 
4.7% 

2.453.904 
108.844 
4.4% 

936 
60 
6.4% 

1.010 
5 

0.5% 


97.57 
4.87 
4.142 
.252 
.052 
5.0% 

124.43 
4.27 
3.4% 

302.89" 
8.354 
Z8% 

84.00 
3.60 
4.3% 

81.48 
.24 
0.3% 


1Data  for  "special  70"  contract. 
2Figures  do  not  add  up  to  total. 
^Probably  includes  outpatient  admissions. 
"Figures  probably  are  per  1 ,000  contracts. 
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TABLE  3 

Certain  Blue  Cross  and  Blue  Shield  Plans, 
Coverage  of  Physicians'  In-Hospital  Services 
for  Mental  Conditions,  August-October  1974 


Standa-d  plan  provides  initial  consultation  to  establish  diagnosis  for  each  admission  to  hospital.  Coverage  of 
in-r,ospital  care  provided  under  a  separate  rider.  Also  provided  under  a  comprehensive  plan  as  well  as  a  major 
med'cal  superimposed  on  a  basic  plan. 


Delaware 

Blue  Cross-Blue  Shield 


Phys  c  ans'  services  in-hospital  covered  during  the  periodlsl  covered  under  the  hospital  plan  (1  20  days  all 
conditions).  Services  are  covered  in  private  mental  hospitals.  No  condition  is  excluded.  There  are  no  special 
lim.tatrons  compared  to  coverage  for  general  conditions. 


Kentucky 

Blue  Cross-Blue  Shield 


Indemnity  Blue  Shield  rider-70  days-begir 
doctors'  hospital  visits). 


:  day  @S5  per  day.  Paid  on  basis  of  in-hospital  days  (not 


Maryland 

Blue  Cross-Blue  Shield 


Max  mum  of  30  days  covered  per  admission.  Benefits  apply  in  private  mental  hospitals.  Plan  pays  usual, 
customary,  and  reasonable  charges  under  most  widely  held  contract.  No  special  limitation  by  diagnosis. 


New  York 

Blue  Cross-8lue  Shield 
New  York  City 


No  limitation  on  number  of  visits  covered  per  admission.  Most  contracts  have  a  rider  to  permit  coverage  of  services 
rendered  in  institutions,  including  private  mental  hospitals.  Plan  pays  usual,  customary,  and  reasonable  charges. 
No  condition  excluded,  and  no  special  limitations  as  regards  coverage. 


New  York 

Blue  Cross-Blue  Shield 
Syracuse 


Typical  coverage— includes  up  to  1  20  visits  per  contract  year.  Limited  to  general  hospitals  only.  Benefits  in 
private  mental  hospitals  not  covered.  Benefits  determined  on  basis  of  relavive  value  scale.  No  special  limitations 
or  exc'usions  in  connection  with  alcoholism  or  drug  abuse. 


Ohio 

Blue  Shield,  Cleveland 


Number  of  visits  unlimited.  Service  in  private  mental  hospitals  covered.  Allowance  per  visit  is  accordn 
usual,  customary,  and  reasonable  charges.  No  condition  is  excluded;  no  special  limitations. 


Pennsylvania 
Blue  Shield 


Under  standard  community  contract,  in-hospital  mental  coverage  is  limited  to  30  days  during  any  1  2-month 
period.  For  master  groups,  will  write  and  have  written  contracts  providing  for  in-hospital  mental  days  up  to 
365  days.  Benefits  provided  in  mental  hospitals  approved  by  JCAH  or  Pennsylvania  Blue  Shield. 


South  Carolina 

Blue  Cross-Blue  Shield 


Tennessee 

Blue  Cross-Blue  Shield 


Amount  of  payment  depends  on  type  of  contract,  i.e..  prevailing  fee  programs  pay  according  to  usua 
ary,  and  reasonable  charges;  fee  schedule  contracts  have  wide  range  of  allowances-depending  on  particular 
schedule  purchased.  See  below  for  illustration  of  allowances.  No  special  limitation  on  conditions.  No  special 
exclus'ons. 


ited  to  one  visit  per  day  for  a  period  not  to  exceed  30  days  during  1 2 


months. 


Effective  12/1  /74,  visits  limited  to  30  days  per  calendar  year.  All  mental  conditions,  including  alcoholism  and 
drug  addiction,  are  covered. 

Thirty  visits  during  1  2-m6*nth  period.  Covered  in  private  mental  hospitals.  Plan  pays  S5  per  day.  All  mental 
conditions,  including  alcoholism  and  drug  addiction,  are  covered. 


Pennsylvania  Blue  Shield-Illustration  of  Allowances 


Limited  psychiatric  consultation 

Comprehensive  psychiatr  c  consultation 

Initial  psychiatric  hosp  tal  visit  (limited) 
Initial  psychiatric  hospua:  visit  (comprehens 

Psychiatric  hospital  vis,;  \brief) 
Psychiatric  hospital  visit  (intermediate) 
Psychiatric  hospital  visit  (extended) 


Plan  A 

PlanB 

Plan  C 

S10.00 

$15.00 

$25.00 

10.00 

30.00 

35.00 

15.00 

20.00 

25.00 

15.00 

30.00 

35.00 

3.00 

5.00 

7.00 

3.00 

7.00 

9.00 

3.00 

10.00 

12.00 
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TABLE  4 


Certain  Blue  Cross  and  Blue  Shield  Plans, 
Utilization  of  Physicians'  In-Hospital  Medical  Visitsa 
for  Mental  Conditions,  1973 

Plan 

Annual  cases  per  1,000 

Annual  visits 
lor  visit  days) 
per  1.000 

Annual  covered 

charges  per 
person  covered 

Maryland 
Blue  Shield 

Covered  charges  for  m-hospital  visits 
covered  charges  for  in-hospital  medic; 

for  mental  conditions  amouni 
il  visits  for  all  conditions. 

to  approximately  9  percent  of 

New  York 
Blue  Shield, 

All  conditions  326 
Syracuse                           Mental  conditions  9 
Mental  as  percent  of  all  2.8% 

1,289 
57 
4.4% 

S10.24 
1.00 
9.8% 

South  Carolina                                        All  conditions  132 
Blue  Cross-Blue  Shield                          Mental  conditions  5 
Mental  as  percent  of  all  3.8% 

516 
36 
7.0% 

6.00 
.48 
8.0% 

Tennessee 

Blue  Cross-B 

All  conditions  74 
lue  Shield                          Mental  conditions  1 
Mental  as  percent  of  all  1.4% 

531 
17 
3.2% 

3.36 
.12 
3.6% 

aln  considering  this  comparison  of  visits  or  visit  days  for  mental  and  general  conditions,  it  should  be  borne  m  mind  that  in-hospital  medical  visit 
days  are  only  a  part  of  all  benefits  under  surgical-medical  benefits,  other  benefits  being  surgery,  anesthesia.  X-ray  and  laboratory  services,  etc. 

TABLE  5 A 

Certain  Blue  Cross  and  Blue  Shield  Plans, 
Coverage  of  Outpatient  Care  of  Mental  Disorders  Under  Supplementary 
Major  Medical  Contracts,  August-October  1974 

Special 

Benefits:  percent  of  charges  limitations 

Other  practitioners  whose  services  wi 

II  be  paid  for 

Plan 

paid;  limitations,  maximums;                     on  treatment 
deductible  (see  note);  etc.  modalities 

Practitioner 

Yes 
or  no 

Independently 
of  a  physician 

California 
Blue  Shield 

50%  of  the  first  S20  of  charges  per  None 
visit;  maximum,  50  visits  per  year. 
Option.  50%  of  the  UCR  fee  not  to 
exceed  S20  per  visit;  maximum, 
100  visits  per  calendar  year. 

Psychologist  for  testing 
Psychologist  for  therapy 
Social  worker 
Psychiatric  nurse 

Yes 
Yes 
No 
No 

Yes 
Yes 

Connecticut 
Blue  Cross 

50%  up  to  maximum  of  S510  a  year.           None  for 

psychiatrist3 

Psychologist 
Social  worker 
Psychiatric  nurse 

No 
No 
Yes 

No 

Delaware 
Blue  Cross- 

80%-same  as  other  conditions;  None 
no  special  limitations. 

Psychologist  for  testing 
Psychologist  for  therapy 

Yes 
Yes 

Yes 
Yes 

Blue  Shield 

Social  worker 
Psychiatric  nurse 

No 

No 

Kentucky 
Blue  Cross- 
Blue  Shield 

80%;  no  special  limitations.  None 

Only  service  by  medical 
doctor  will  be  paid  for 
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TABLE  5A  (Continued) 


Special 

Benefits:  percent  of  charges  limitations 


Other  practitioners  whose  services  will  be  paid  for 


paid;  limitations,  maximums;  on  treatment  Yes  Independently 

deductible  (see  noto);  etc.  modalities  Practitioner  or  no        of  a  physician 


Maryland 
Blue  Cross- 
Blue  Shield 


MWH  pays  25%  up  to  S25.000  Marital 

maximum.  (Other  conditions  80%  therapy 

up  to  525,000.)  Other  contracts  pay  excluded 
more  liberally. 


Psychologist  for  testing 
Psychologist  for  therapy 
Psychiatric  social  worker 


Yes  Nob 
Yes  Yes 
Only  under  M.D. 
supervision 


Psychiatric  nurse 


Only  under  M.D. 
supervision 


New  York 
Blue  Cross- 
Blue  Shield, 
New  York  City 


Majority  of  contracts  pay  only  50% 
up  tw  „enefit  limits  of  S500  or  S1.000. 
Other  conditions  reimbursed  at  80%. 


Psychologist  for  testing 
Psychologist  for  therapy 


New  York 
Blue  Cross- 
Blue  Shield, 
Syracuse 


No  data  provided; 
medical  coverage. 


Ohio 
Blue  Cross, 
Cincinnati 


No  data  provided. 


Ohio 
Blue  Cross, 
Cleveland 


Varies  from  no  coverage  to  50%  to 
same  (80%)  as  for  other  conditions. 
Can  vary  from  inside  limit  of  S1.000 
to  S2.500,  to  no  limit-same  as  for 
other  conditions.  Some  contracts 
limit  charges  to  S30  per  visit,  i.e., 
S15  maximum  benefit  per  visit. 


Marital 
counseling 


Psychologist  for  testing0 
Psychologist  for  therapyc 
Social  worker 


Yes  Yes 
Yes  Yes 
Only  as  part  of 

outpatient  facility 
Only  as  part  of 

outpatient  facility 


Ohio 
Blue  Shield, 
Cleveland 


Does  not  have  major  medical 
contracts.  See  basic  contracts  cover 
physician  office  care. 


Pennsylvania  50%  of  charges  in  excess  of  S100 

Blue  Cross,  deductible  up  to  maximum  of 

Philadelphia  S2.500,  or  S1 0,000,  depending 

on  size  of  group.  Maximum  of 
S40  per  visit.  For  other  conditions 
plan  pays  80%  up  to  maximum  of 
S25.000,  S50.000,  or  S250.000. 


Family  therapy 
is  covered  but 
family  is  con- 
sidered as  an 
individual  for 
benefits.  Marital 
counseling  must 
be  by  M.D. 


Psychologist  for  testing 
Psychologist  for  therapy 
Social  worker 
Psychiatric  nurse 


Yes  No 
No  - 
No  - 
Only  under  M.D. 
supervision 


Pennsylvania 
Blue  Cross, 
Pittsburgh 


50%  of  charges  up  to  maximum  of 
S20  per  visit,  80%  of  charges  paid 
for  other  conditions. 


For  patient 


No  other  practition 


Pennsylvania 
Blue  Shield 


No  major  medica'  contracts. 


South  Carolina  Offered  as  nder-MWH  pays  50%  of 

Blue  Cross-  covered  charges  not  exceeding  S20, 

Blue  Shield  and  not  more  than  50  visits  a  year. 

80^  of  charges  pa  d  for  other 
conditions. 


Tennessee 
Blue  Cross- 
Blue  Shield 


3%  for  all  conditions;  no  speci 
nuations. 


Covers  service          Psychologist  for  testing  Yes 

to  oatient  only         Psychologist  for  therapy  Yes 

Social  worker  No 

Psychiatric  nurse  No 


3  Family  therapy,  marital  counseling  not  covered  except  wl 
60nly  when  ordered  by  an  M.D. 
c  Referral  by  an  M.D.  no  '0"ger  required. 

Note:  All  plans  have  a  deductible-usually  S50  or  $100  per  person  pe 
same  as  that  for  all  conditions. 


ce  provided  by  psychiat 


the  deductible  for  mer 
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TABLE 5B 

Certain  Blue  Cross  and  Blue  Shield  Plans, 
Coverage  of  Outpatient  Care  of  Mental  Disorders  Under  Supplementary 
Major  Medical  Contracts,  August-October  1974 


Outpatient  psychiatric  clinics 
that  plan  will  pay— types 
and  qualifications1 


Requirements 
(licensure  and 
otherl  that 


Remuneration- 
basis  and  any 
differences  com- 
pared with  that 
for  individual 
practitioners 


Differences  in 
visits  or  bene- 
fits compared 
with  private 
practitioners 


Will  plan  pay  for  services  of 
free-standing  clinics  providing 
general  health  services  such 
as  neighborhood  health  centers 


California  All  outpatient  psychiatric  clinics 

Blue  Shield      that  are  not  funded  by  federal  or 
state  government,  and  are 
licensed  outpatient  clinics  with 
exception  of  rehabilitation 
centers. 


State  licensure  In  accordance  In  accordance      Yes,  those  meeting  the  following 

and,  generally,         with  terms  of  with  terms  of      requirements:  approved  by 

accreditation  by       policy;  none.  policy.  local  comprehensive  health 

JCAH.  planning  council,  local  medical 

society  endorsement;  state 
licensure;  application  for  survey 
by  JCAH  and  for  CM  A  Com- 
mittee on  Medical  Staff  Surveys; 
approved  by  Blue  Shield  of 
California. 


Connecticut 
Blue  Cross 


When  accredited  as  part  of  a 
hospital. 


Hospital  accredi- 
tation by  JCAH. 


Cost  reimburse- 
ment for  institu- 
tions, charges  for 
private  practi- 
tioners. 


No. 


Delaware  Outpatient  psychiatric  clinics;  State  licensure.  Charges.  Level  of 

Blue  Cross       community  mental  health  centers;     Staffing  patterns  remuneration  to 

and  child  guidance  clinics;  alcoholism       and  staffing  clinics  is  lower 

Blue  Shield      or  drug  addiction  rehabilitation         standards,  than  that  for 

centers.  utilization  review  individual 

programs.  practitioners.2 


"None  in  this  area,  so  have  i 
developed  policies." 


Kentucky  Will  pay  charges  submitted  by  an 
Blue  Cross  M.D.  in  any  of  the  specified  types 
and  of  clinics,  except  pastoral  counsel- 
Blue  Shield  ing  clinic  or  service. 


Must  have  M.D. 
on  staff. 


No  difference  with  None, 
that  for  individual 
practitioners. 


"Don't  know  what  free-standing 
clinic  means.  Don't  think  we 
would  pay  for  services  of  such 
clinics." 


Maryland  Plan  does  not  cover  institutional 

Blue  Cross  charge  of  nonhospital  outpatient 
and  clinics,  but  does  cover  the  pro- 

Blue  Shield      fessional  fee  for  services  rendered 
in  these  settings. 


Not 

applicable. 


Not  applicable. 


New  York, 
N.Y.C. 

8lue  Cross 

and 

Blue  Shield 


A  recognized  practitioner  may 
be  affiliated  with  any  of  these 
types  of  clinics;  criteria  are  the 
practitioner's  status  and 
validity  of  diagnosis  reported. 


Not  applicable.  Not 

applicable. 


See  answer  in  column  one.  Will 
pay  a  recognized  practitioner 
in  any  setting.  Criterion  is  the 
practitioner-not  the  setting. 


New  York, 
Syracuse 

Blue  Cross 

and 

Blue  Shield 


No  data  provided.  May  not  have 
supplementary  major  medical 
coverage. 


Ohio, 
Cincinnati 
Blue  Cross 


No  data  provided. 


Ohio,                "Generally  follow  Steel  guidelines  in  all  our  business.  Remuneration 
Cleveland           Not  certain  of  pastoral  counseling."  [Note:  Steel  would  be  same 
Blue  Cross       contract  covers  visits  to  "approved  outpatient  as  for  other- 
psychiatric  facility,"  but  what  these  are  is  not  services-80%  of 
specified.  The  writer  expects  that  any  visits  to  a  charges  up  to 
facility  with  M.D.  on  staff,  or  on  referral  from  M.D..  maximum  of 
would  be  covered.  State  licensure  and  other  standards  S1.500. 
of  plans  must  be  met.) 


Yes,  providing  charges  are 
billed  by  or  approved  by  M.D. 
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Outpatient  psychiatric  clinics 
that  plan  will  pay-types 
and  qualifications 1 


Requirements 
(licensure  and 
other)  that 
organizations 
must  meet 


Remuneration- 
basis  and  any 
differences  com- 
pared with  that 
for  individual 
practitioners 


Differences  in 
visits  or  bene- 
fits compared 
with  private 
practitioners 


Will  plan  pay  for  services  of 
free-standing  clinics  providing 
general  health  services  such 
as  neighborhood  health  centers' 


Ohio. 
Cleveland 
Blue  Shield 


No  major  medical  contracts. 


Pennsylvania, 
Philadelphia 
Blue  Cross 


Alcoholism  and  drug  addiction 
rehabilitation  centers  are  not 
covered.  Hiesumably  other 
types  of  clinics  are  covered 


Cases  are 
reimbursed  on 
an  individual 
basis,  i.e. ,  the 
clinics  are  not 
reviewed. 
Reimbursement 
is  always  to 
the  subscriber. 


Subscriber  is 
reimbursed— no 
the  clinic.  The 
level  of  benefit; 
is  the  same. 


Ye*,  if  treatment  15 
M.D.  or  D.O.  Reim 
is  to  rhr  subscriber 


Pennsylvania, 
Blue  Shield 
of 

Pennsylvanii 


Has  no  major  medical  contracts. 


Pennsylvania,  Plan  covers  only  outpatient  visits  by  patient  to  a 
Pittsburgh  licensed  physician.  "There  is  a  lack  of  psychiatric 

Blue  Cross       outpatient  facilities  in  the  geographic  area  served 
by  the  plan." 


No  remunera- 
tive contracts  or 
arrangements  are 
considered  in  the 
major  medical 
program.  Reim- 
bursement is  to 
the  subscriber. 


None-not 
applicable. 


Not  applicable.  Plan  wm- 
reimburse  subscriber  fc  cov 
ered  services  by  whomever 
rendered,  i.e.,  by  M.D  n'  on 
referral  of  M.D. 


South  Carolina  "Special  contractual  arrangements  Facilities  paid  for  Special  arrange- 

Blue  Cross  limited."  Apparently  plans  will  state  employee  ments  based  on 

and  pay  for  clinic  care  only  for  state  group  are  ap-  cost  to  patient. 

Blue  Shield  employee  group.  proved  by  state. 


Not 

applicable. 


Tennessee 
Blue  Cross 
and 

Blue  Shield 


Covers  those  services  which  would 
be  covered  in  psychiatrist's  office. 


Must  be  a 
licensed  hospital. 


No  difference. 


Only  if  licensed  as  a  hospital 


xFor  example,  community  mental  health  center,  child  guidance  clinic,  family  counseling  service,  pastoral  counseling  clime  or  service,  alcoholism 
or  drug  addiction  rehabilitation  center. 
2The  writer  believes  this  means  that  what  they  pay  to  clinics  per  visit  is  less  than  charges  per  visit  to  practitioners. 
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TABLE  6 

Certain  Blue  Cross  and  Blue  Shield  Plans, 
Outpatient  Service  for  Mental  Conditions  Under  Basic  Benefit  Contracts 
Covering  Physicians'  Services  in  Office,  August-October  1974 


Plan 

Services  for  mental  conditions 

California 
Blue  Shield 

Standard  contract  covering  physician  service  in  office  and  home  pays  only  for  one  initial  visit  to  establish 
psychiatric  diagnosis. 

Connecticut 
Blue  Cross 

No  contracts  of  this  nature. 

Delaware 

Blue  Cross  and  Blue  Shield 

Outpatient  professional  service  in  office  and  home  not  covered  for  any  condition  under  benefits. 

Kentucky 

Blue  Cross  and  Blue  Shield 

Outpatient  professional  service  in  office  and  home  not  covered  for  any  condition  under  benefits. 

Maryland 

Blue  Cross  and  Blue  Shield 

Same  as  above.  But  first  dollar  benefits  for  these  services  are  available  under  riders. 

New  York,  N.Y.C. 

Blue  Cross  and  Blue  Shield 

No  contracts  providing  outpatient  care  for  any  condition  under  basic  benefits. 

New  York,  Syracuse 

Blue  Cross  and  Blue  Shield 

No  contracts  of  this  nature. 

Ohio 

Cincinnati  —  Blue  Cross 

No  contracts  of  this  nature. 

Cleveland  -  Blue  Cross 

No  contracts  of  this  nature. 

Cleveland  -  Blue  Shield 

1-5  visits,  100%;  6-10  visits.  85%;  11-15  visits,  70%;  16  visits  and  over,  55%.  Maximum  benefit.  S400  per 
person  per  year.  No  deductible.  (Note:  This  is  Auto  Workers'  program.)  Family  therapy  is  limited  to  a 
maximum  of  5  visits  per  calendar  year  if  patient-member  is  an  adult,  maximum  of  20  visits  per  year  if  a 
child  (less  than  19  years  old). 

Under  this  contract,  psychologists'  services  will  be  paid  for,  if  qualified.  This  contract  will  pay  for  visits 
to  hospital  outpatient  departments,  psychiatric  clinics,  day  and  night  treatment  centers  and  community 
mental  health  centers.  There  are  no  differences  in  level  of  remuneration  and  number  of  visits  as  between 
clinic  and  private  practitioners. 

/' 

Pennsylvania 

Philadelphia  Blue  Cross 

No  contracts  providing  basic  benefits  for  outpatient  physicians'  services. 

Pennsylvania  Blue  Shield 

No  contracts  providing  basic  benefits  for  outpatient  physicians'  services. 

South  Carolina 

Blue  Cross  and  Blue  Shield 

No  contracts  providing  basic  benefits  for  outpatient  physicians'  services. 

Tennessee 

Blue  Cross  and  Blue  Shield 

No  contracts  providing  basic  benefits  for  outpatient  physicians'  services. 
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STUDY  5 

COVERAGE  OF  MENTAL  CONDITIONS  UNDER 
HEALTH  BENEFIT  PLANS  OF  SELECTED  UNIONS 


This  study  was  restricted  to  certain  unions  specified 
by  the  National  Institute  of  Mental  Health,  namely,  the 
United  Steelworkers  of  America  (for  the  steel,  can. 
aluminum,  and  copper  industries),  the  United  Auto 
Workers  (UAW),  Teamsters,  Electrical  Workers  (IUE 
and  IBEW),  Meat  Cutters,  and  Rubber  Workers. 

It  should  be  borne  in  mind  that  each  of  those  unions 
has  many  locals  and  many  contracts  with  different 
employers.  The  International  Union  of  Electrical,  Radio 
and  Machine  Workers  (IUE).  for  example,  has  30,000 
contracts.  Generally,  however,  the  contracts  with  the 
largest  employers  in  each  industry  tend  to  set  the  pattern 
for  contracts  with  other  employers.  This  study  concerns 
itself  with  the  contracts  of  each  union  with  one  or  two  of 
the  larger  companies. 

There  is  some  duplication  between  this  study  and 
Study  2,  "Comparison  of  Benefits  for  General  and 
Mental  Conditions  Under  Employee  Health  Benefit 
Plans,  1974,"  since  frequently  the  same  companies  in 
each  industry  are  involved.  However,  the  summaries  in 
the  Bureau  of  Labor  Statistics'  Digest  (on  which  Study  2 
is  based)  sometimes  do  not  give  details  that  are  impor- 
tant from  the  standpoint  of  coverage  of  mental  condi- 
tions. The  material  that  follows  has  been  taken  from  the 
insurance  booklets  issued  by  the  companies  involved  to 
their  employees.  These  set  forth  in  detail  the  health 
benefits  available. 


UNITED  STEELWORKERS  OF  AMERICA 

Steel  industry 

The  union  has  negotiated  the  same  health  benefits 
with  all  the  major  steel  producers.  The  following  is  from 
the  insurance  booklet  of  U.S.  Steel.1 

Hospital  care.  For  general  illness,  365  days  per  con- 
finement are  covered  for  employees  with  less  than  ten 
years  of  service,  and  730  days  are  covered  for  those  with 

1  Program  of  Insurance  Benefits  for  Employees  of  U.S.  Sleet  and 
Subsidiary  Companies— Pursuant  to  Agreement  with  Inited  Steel- 
workers  of  America— Hourly  Paid  Employees,  and  as  Amended 
Effective  August  I.  1971.  (Benefits  remained  the  same  under  [he  1974 
Settlement  Agreement  except  as  mentioned  luler.  This  is  the  latest 
booklet  available.) 


ten  or  more  years  of  continuous  service.  For  mental  or 
nervous  conditions,  hospital  benefits  are  limited  to  60 
days  during  any  12-month  period. 

Physicians'  services  under  basic  benefits.  Surgical 
and  in-hospital  physicians'  services  are  covered  on  the 
basis  of  full  payment  of  prevailing  and  reasonable 
charges.  In-hospital  physicians'  visits  are  covered  for  365 
or  730  days  per  confinement  for  general  illness,  and  for 
60  days  during  any  12-month  period  for  mental  or 
nervous  conditions. 

Diagnostic  X-ray  service  is  covered  in  or  out  of 
hospital  up  to  a  maximum  of  S 1 50  during  any  1 2-month 
period.  The  same  applies  to  diagnostic  examinations. 

Major  medical  expense  benefits.  The  plan  pays  80 
percent  of  covered  medical  expenses  in  excess  of  a 
deductible  of  $50  per  person  (SI 00  for  a  family),  up  to  a 
maximum  benefit  of  $15,000  for  any  one  year  and 
$25,000  for  a  lifetime,  with  automatic  reinstatement 
provisions.  Covered  expenses  include  services  of  physi- 
cians and  dentists  (for  correction  of  damage  caused  by 
accidents),  hospital  care,  diagnostic  X-ray  and  labora- 
tory procedures,  services  of  a  registered  graduate  or 
licensed  practical  nurse,  prescription  drugs,  ambulance 
service,  artificial  limbs  or  other  prosthetic  appliances, 
rental  of  durable  medical  equipment,  and  various  other 
minor  items. 

For  mental  and  nervous  conditions,  expenses  are 
covered  on  the  same  basis  (i.e.,  80  percent),  but  the 
maximum  benefit  payable  in  any  year  is  limited  to 
$1,500.  Covered  medical  expenses  include  (in  addition  to 
those  enumerated  above): 

Visits  to  a  physician  for  individual  psychotherapeutic 
treatments  in  the  physician's  office  or  in  an  approved 
outpatient  psychiatric  facility. 

Visits  to  a  physician  by  members  of  the  patient's  family 
for  counseling.  .  .  . 

Visits  to  a  physician  for  group  psychotherapeutic  treat- 
ment. .  .  . 

Psychological  testing  by  a  psychologist,  when  prescribed 
by  a  physician. 

The  following  services  when  received  in  an  accredited 
hospital  outpatient  department  or  an  approved  outpatient 
psychiatric  facility: 

1.  Professional  and  other  necessary  ancillary  services, 
other  than  the  services  of  a  physician,  if  such  service  is 
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provided  through  a  day  or  night  care  program  and  is 
^charged  for  by  such  hospital  or  facility  as  a  part  of  regular 
institutional  care  and  such  program  is  approved  by  the  Blue 
Cross. 

2.  Drugs  and  medication  dispensed  and  charged  for  by 
such  hospital  or  facility  as  a  part  of  regular  institutional 
care  programs. 

3.  Electroshock  therapy  and  anesthesia  related  thereto. 

In  order  to  qualify  as  Covered  Medical  Expenses,  the 
psychiatric  services  must  be  rendered  for  treatment  of 
certain  emotional  or  mental  conditions  or  illnesses  which 
are  amenable  to  favorable  modification.  Services  in  connec- 
tion with  mental  deficiency  or  retardation  are  not  covered. 

The  1974  Settlement  Agreement  provided  for  a  series 
of  improvements  in  the  medical  program  to  become 
effective  August  1 ,  1975.  Among  these  is  one  pertinent  to 
mental  and  nervous  conditions,  namely,  "confinement 
up  to  28  days  for  treatment  of  alcoholism  and  drug 
addiction  [is]  covered  under  hospital  expense  benefits 
for  treatment  in  approved  rehabilitation  facilities.  If  the 
physician  recommends  treatment  beyond  28  days,  the 
benefits  may  be  continued  under  the  basic  insurance 
plans." 

The  1974  Agreement  also  provided  for,  effective 
August  1,  1975,  a  prepaid  dental  program  for  active 
employees  (and  dependents). 

Can  industry 

The  following  summarizes  the  benefits  of  Continental 
Can  Company  (for  steelworkers);2  American  Can  has 
the  same  benefits. 

Hospital  care.  Semiprivate  care  is  provided  for  up  to 
365  days  per  confinement  (up  to  730  for  employees  with 
more  than  ten  years  of  service)  and  the  full  cost  of 
ancillary  services.  There  are  no  special  limitations  on 
care  for  mental  conditions. 

Convalescent  nursing  home  benefits.  Benefits  are 
provided  for  up  to  365  days  (every  two  days  are  charged 
as  one  day  of  regular  hospital  care).  There  are  no  special 
limitations  on  coverage  for  mental  conditions,  except 
that  "confinements  for  psychiatric  conditions  (including 
mental  illness  and  incompetency)  are  covered  only  after 
immediately  preceding  regular  hospital  confinement  of 
at  least  five  days."  However,  "no  benefits  are  payable 
for  .  .  .  care  in  homes  which  exist  primarily  for  care  of 
alcoholics,  drug  addicts,  the  deaf,  the  blind,  the  mentally 
deficient,  or  persons  suffering  from  tuberculosis  or 
mental  or  nervous  disorders." 

Outpatient  psychiatric  care.  The  "Triple-C"  group 
insurance  program  provides  benefits  for  outpatient 
psychiatric  care  in  either  a  physician's  office  or  an 
approved  outpatient  psychiatric  facility. 


'-Group  Insurance  .  .  .  Pari  of  Your  "Triple-C"  Program  of  Protec- 
tion. Established  Pursuant  to  Agreement  with  lite  United  Steelworkers 
of  America  as  Amended  February  15.  1971.  (The  same  benefits  were 
provided  under  the  1974  Agreement,  with  additions  as  mentioned  later. 
This  is  the  latest  booklet  available.) 


An  approved  outpatient  psychiatric  taci nt >  imeiiiuiiig 
such  facilities  providing  Day  or  Night  Care  Programs) 
means,  an  administratively  distinct  unit  or  portion  thereof 
which  prov  ides  outpatient  mental  health  services  and  which 
provides  for  a  psychiatrist  who  has  regularly  scheduled 
hours  in  the  facility  and  who  assumes  the  overall  responsi- 
bility for  coordinating  the  care  of  all  patients. 

The  facility  must  qualify  as:  An  Outpatient  Psychiatric 
Facility  of  an  Accredited  Hospital,  or  An  Outpatient 
Psychiatric  Clinic  which  meets  the  minimum  standards 
established  by  the  American  Psychiatric  Association  as 
published  in  its  Standards  for  Psychiatric  Hospitals  and 
Clinics,  or  A  Community  Mental  Health  C  enter,  as  defined 
by  the  Federal  Government  in  the  Community  Mental 
Health  Centers  Act  of  1963. 

The  benefits  are  as  follows: 

For  visits  to  a  physician  for  psychotherapeutic  treatment 
in  the  physician's  office  or  in  an  approved  outpatient 
psychiatric  facility,  your  "Triple-C"  Group  Insurance  will 
pay  the  "reasonable  and  customary"  charge  for  the  first  five 
visits,  70  percent  of  such  charge  for  the  next  five  visits,  and 
55  percent  of  such  chargL  for  the  balance  of  visits. 

For  visits  to  a  physician  by  members  of  the  patient's 
family  for  counseling  in  the  physician's  office  or  in  an 
approved  outpatient  psychiatric  facility,  the  Plan  will  pay 
85  percent  of  the  "reasonable  and  customary"  charge  for  up 
to  five  visits  if  the  patient  is  an  adult  (age  1 9  or  over),  and  if 
the  patient  is  a  child,  on  the  basis  as  described  in  [the 
paragraph]  above,  for  up  to  20  visits. 

For  visits  to  a  physician  for  group  psychotherapeutic 
treatment  in  the  physician's  office  or  in  an  approved 
outpatient  psychiatric  facility,  your  "Triple-C"  Group  In- 
surance will  pay  85  percent  of  the  "reasonable  and  custom- 
ary" charge  for  such  visits. 

For  psychological  testing  by  a  Psychologist,  when  pre- 
scribed by  a  physician,  the  Plan  will  pay  85  percent  of  the 
"reasonable  and  customary"  charge  for  such  testing,  up  to  a 
maximum  benefit  of  S38.25  per  individual  for  services 
received  during  the  immediately  preceding  12-month  pe- 
riod. 

A  Psychologist  means  a  person  who  holds  a  degree  in 
clinical  psychologv  recognized  by  the  American  Board  of 
Examiners  in  Professional  Psychology,  and  who  performs 
such  services  in  accordance  with  any  laws  of  the  state  in 
which  such  services  are  rendered. 

Your  "Triple-C"  Group  Insurance  will  pay  the  "reason- 
able and  customary"  charge  for  the  following  services  when 
received  in  an  approved  outpatient  psychiatric  facility: 

Professional  and  other  necessary  ancillary  services. 

other  than  services  of  physicians,  if  such  service  is 

provided  as  part  of  regular  institutional  care  and  such 

Program  is  approved  by  the  Insurance  Company. 

Drugs  and  medications  dispensed  and  charged  for  by 

the  facility  rendering  such  treatments  as  a  part  of  regular 

institutional  care  programs. 

Electroshock  therapy  and  anesthesia  related  thereto. 

The  above-mentioned  services  "must  be  rendered  for 
treatment  of  those  emotional  or  mental  disorders  or 
illnesses  where  such  treatment  can  be  expected  to  im- 
prove the  patient's  condition.  Services  in  connection 
with  mental  deficiency  and  retardation  arc  not  covered. 
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"Benefits  lor  psychiatric  services  are  provided  up  to  a 
combined  maximum  payment  of  S400.  per  covered 
person,,  for  services  received  during  the  immediately 
preceding  12-month  period  and  are  in  addition  to  any 
benefits  for  inpatient  psychiatric  care  provided  under  the 
program." 

Surgery.  "Reasonable  and  customary"  charges  are 
paid  in  full. 

Physicians'  hospital  and  nursing  home  calls.  Visits 
for  365  days  are  paid  for  "on  a  reasonable  and  custom- 
ary fee"  basis  but  are  limited  to  the  first  120  days  for 
mental  conditions. 

Diagnostic  proceduies.  X  rays.  EKG,  etc.,  and  labo- 
ratory examinations  are  payable  on  a  reasonable  and 
customary  fee  basis  in  or  out  of  hospital. 

Major  medical  benefits.  The  plan  pays  80  percent  of 
covered  medical  expense  in  excess  of  a  deductible  of  S50 
per  person,  S100  for  a  family,  up  to  a  maximum  of 
$10,000  for  any  one  year  and  S20.000  for  a  lifetime,  with 
reinstatement  provisions. 

Covered  expenses  are  the  usual  ones.  However,  any 
sen  ices  in  connection  with  outpatient  psychiatric  care 
are  excluded.  So  the  only  coverage  of  outpatient  psychi- 
atric care  is  that  under  "Outpatient  Psychiatric  Bene- 
fits," which  is  limited  to  S400  in  any  12-month  period. 

Aluminum  industry 

The  following  are  the  benefits  of  the  Reynolds  Metals 
Company  and  the  Reynolds  Mining  Company.3  Benefits 
of  the  other  major  companies,  such  as  Aluminum  Com- 
pany of  America,  are  the  same. 

Hospital  care.  Three  hundred  sixty-five  days  per 
confinement  are  covered  (730  if  the  employee  has  ten  or 
more  years  of  service),  but  benefits  for  mental  or  nervous 
disorders  or  pulmonary  tuberculosis  are  limited  to  120 
days  in  any  12-month  period. 

Convalescent  nursing  home  benefits.  Benefits  up  to 
365  days  are  provided,  less  any  days  of  hospital  care 
used.  No  benefits  are  provided  in  homes  primarily  for 
care  of  alcoholics,  drug  addicts,  or  mental  or  nervous 
disorders. 

Surgical-medical.  Full  payment  is  provided  of  rea- 
sonable and  customary  fees  for  surgery,  anesthesia, 
obstetrical  service,  diagnostic  X  rays,  EKG's.  BMR's. 
and  physicians'  in-hospital  visits  up  to  a  maximum  ot 
365  days.  There  is  no  special  limitation  on  in-hospital 
visits  for  mental  or  nervous  disorders. 

Extended  medical  expense.  The  plan  pays  80  percent 
of  covered  expenses  in  excess  of  a  deductible  of  S50  per 
person,  S100  per  family,  up  to  a  maximum  benefit  of 
S  10.000  in  any  year  or  520,000  in  a  lifetime  for  any  one 
illness  or  injury.  (Covered  expenses  include  hospital  and 


'Insurance  Plan.  1971.  (Benefits  under  the  1974  Agrccmeni  are  the 
same,  except  as  mentioned  later.  I  hi-  is  the  latest  booklet  avail- 
able.) 


physicians'  expenses  not  covered  under  basic  benefits 
and  physicians'  services  out  of  hospital,  drugs,  labora- 
tory tests,  prosthetic  appliances,  etc.) 

There  is  no  mention  of  any  special  limitation  on 
coverage  of  mental  conditions.  The  plan  will  pay  benefits 
for  covered  expenses  for  mental  and  nervous  conditions, 
at  reasonable  and  customary  charges,  as  follows: 

Visits  to  a  physician  for  individual  psychotherapeutic 
treatment  in  the  physician's  office  or  in  an  approved 
outpatient  psychiatric  facility. 

Visits  to  a  physician  by  members  of  the  patient's  family 
for  counseling  in  the  physician's  office  or  in  an  approved 
outpatient  psychiatric  facility. 

Visits  to  a  physician  for  group  psychotherapeutic  treat- 
ment in  the  physician's  office  or  in  an  approved  outpatient 
psychiatric  facility. 

Psychological  testing  by  a  psychologist  when  prescribed 
by  a  physician. 

The  following  services  when  received  in  an  accredited 
hospital  outpatient  psychiatric  facility: 

1.  Professional  and  other  necessary  ancillary  services, 
other  than  services  of  physicians,  if  such  services  are 
provided  through  a  Day  Care  or  Night  Care  Program  and 
are  charged  for  by  the  facility  or  hospital  as  a  pan  of  regular 
institutional  care  and  such  Program  is  approved  by  the 
Insurance  Company. 

2.  Drugs  and  Medications  dispensed  and  charged  for  by 
the  hospital  or  facility  rendering  such  treatments  as  a  pan  of 
regular  institutional  care  programs. 

3.  Electroshock  therapy  and  anesthesia  related  thereto. 
The  professional  psychiatric  services  must  be  rendered  for 
treatment  of  certain  emotional,  mental,  or  nervous  disor- 
ders or  illnesses  which  are  amenable  to  favorable  modifica- 
tions. Services  in  connection  with  mental  deficiency  or 
retardation  are  not  covered. 

An  "Approved  Outpatient  Psychiatric  Facility"  is 
defined  as 

an  administratively  distinct  governmental,  other  public, 
private,  or  independent  unit  or  part  of  such  unit  that 
provides  outpatient  mental  health  services  and  which  pro- 
vides for  a  psychiatrist  who  has  regularly  scheduled  hours  in 
the  Facility  and  who  assumes  the  overall  responsibility  for 
coordinating  the  care  of  all  patients. 

The  term  "Approved  Outpatient  Psychiatric  Facility" 
includes  centers  for  the  care  of  adults  or  children  of  the 
nature  of  hospitals'  outpatient  psychiatric  clinics,  day  treat- 
ment centers,  night  care  centers,  and  Community  Mental 
Health  Centers  as  defined  in  the  Federal  Community 
Mental  Health  Centers  Act  of  1963.  An  "Approved  Outpa- 
tient Psychiatric  Facility"  shall  meet  the  standards  as  may 
be  determined  by  the  Insurance  Company  from  time  to 
time. 

"Day  Care  Program"  or  "Night  Care  Program"  means  a 
program  provided  for  patients  with  mental  illness  who 
spend  part  of  a  day  or  night  in  a  planned  treatment  program 
in  an  approved  therapeutic  facility  in  a  legally  constituted 
hospital. 

"Psychologist"  means  a  person  who  is  trained  and 
experienced  in  the  administration  of  psychological  tests. 
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who  holds  a  degree  in  clinical  psychology  recognised  by  the 
American  Board  of  Examiners  in  Professional  Psychology, 
and  who  performs  such  services  in  accordance  with  the  laws 
of  the  state  in  which  such  services  arc  rendered. 

Additional  medical  benefits  are  to  become  effective 
June  !,  1975.  These  include  prepaid  dental  programs, 
and,  with  respect  to  mental  benefits,  "alcoholism  and 
drug  addiction  [are]  covered  under  hospital  expense 
benefits  for  treatments  in  approved  rehabilitative  facili- 
ties." 


Copper  industry 

The  following  summarizes  the  health  benefits  of 
Kennecott  Copper  Corporation. 4 

Hospital  care.  Three  hundred  sixty-five  days  per 
confinement  are  covered  in  Blue  Cross  member  hospi- 
tals, including  all  special  services.  The  same  number  of 
days  are  covered  for  mental  conditions  in  member 
hospitals.  In  mental  hospitals,  Blue  Cross  will  pay 
regular  charges  of  the  institution  for  52  weeks. 

Surgical  and  in-hospital  medical  care.  Full  payment 
on  the  basis  of  usual  and  customary  fees  is  provided  for 
these  services;  in-hospital  medical  visits  are  limited  to 
120  days.  Psychiatric  care  is  limited  to  30  days.  Clinical 
psychologist  benefits  (for  employees  only)  are  limited  to 
one  visit  per  day. 

Diagnostic  X  rays  and  laboratory  tests.  The  plan 
provides  up  to  $35  in  connection  with  surgery  and  up  to 
$100  in  connection  with  accidents  or  illness. 

Home  and  office  visits.  Benefits  are  for  employees 
only  and  are  on  the  basis  of  usual  and  customary  fees  for 
necessary  office  and  home  visits.  There  is  no  mention  of 
any  special  limitation  on  mental  conditions.  Visits  to 
company  doctors  are  covered  at  no  charge. 

Major  medical  expense.  The  plan  pays  80  percent  of 
covered  expense  excluding  a  deductible  of  SI 00  or 
benefits  paid  under  the  basic  plan,  whichever  is  greater. 
There  is  apparently  no  limit  on  maximum  benefits. 
Covered  expenses  include  hospital  care,  physicians' 
services,  special  nursing,  drugs,  and  prosthetic  appli- 
ances. The  same  benefits  are  provided  for  mental  as  for 
all  other  conditions. 

Certain  improvements  were  added  by  the  new  agree- 
ment, effective  July  1,  1974.  The  improvements  in  health 
benefits,  to  become  effective  July  1.  1975.  include,  as 
regards  mental  conditions,  the  following:  "Confinement 
for  treatment  of  alcoholism  and  drug  addiction  [is] 
covered  under  hospital  expense  benefits  in  approved 
rehabilitation  facilities.  Criteria  for  such  facilities  [are] 
to  be  mutually  agreed  upon." 


'Life  Insurance  .  .  .  Accident  and  Sickness  Insurance,  and  Hospital. 
Medical,  and  Surgical  Benefits,  Kennecott  Copper  Corporation,  Melal 
Mining  Division  and  Subsidiury  and  (he  Participating  Unions  (expired 
June  .10.  ls>74.) 


INTERNATIONAL  UNION.  INITLD 
AUTOMOBILE.  AEROSPACE  &  AGKK  LLIT  RAI. 
IMPLEMENT  WORKERS  OK  AMERICA  (HAW) 

The  union  has  negotiated  the  same  basic  benefits  with 
each  of  the  three  major  automobile  manufacturers. 

General  Motors  Corporation* 

Hospital  care.  Full  coverage  is  provided  for  365  days 
per  confinement.  Care  for  psychiatric  conditions  is 
limited  to  45  days. 

Nursing  home  or  extended  care  facility.  Up  to  730 
days  are  provided  on  a  basis  of  two  days  for  each  day  of 
hospital  care. 

!  Surgery,  anesthesia,  and  in-hospital  medical  care. 
Full  payment  is  provided  of  usual,  customary,  and 
reasonable  charges.  There  is  no  special  limitation  on  in- 
hospital  care  of  mental  conditions. 

Diagnostic  X  rays  and  laboratory  tests.  Full  coverage 
is  provided. 

Prescription  drugs.  One  hundred  percent  of  charges 
in  excess  of  $2  per  prescription  are  covered. 

Outpatient  psychiatric  care.  The  plan  pays  up  to  $400 
in  an  approved  psychiatric  clinic,  and  up  to  S400  (com- 
bined with  any  expense  in  a  psychiatric  clinic)  for 
psychiatric  services  in  a  doctor's  office,  subject  to  certain 
deductible  amounts  which  the  employee  must  pay.  The 
first  five  visits  are  covered  at  no  charge;  the  patient  pays 
15  percent  of  the  charges  for  the  next  five  visits,  30 
percent  of  the  charges  for  the  next  five,  and  45  percent  of 
the  charges  for  additional  visits — up  to  the  maximum 
benefit  of  $400.  [The  last  has  been  taken  from  other 
sources.] 

Dental  benefits  became  effective  October  1,  1974. 

Certain  improvements  will  be  made  in  outpatient 
psychiatric  benefits  effective  October  I,  1975.  but  these 
have  not  yet  been  announced. 

UAW'S  HEALTH  BENEFITS  negotiated  with  major 
manufacturers  in  other  industries  tend  to  follow  the 
same  general  pattern  as  for  the  auto  industry,  but  there 
are  some  variations.  The  following  were  taken  from  the 
summaries  in  the  BLS  Digest. 

Caterpillar  Tractor  Co.  Hospital  care  is  provided  for 
365  days  for  general  conditions,  1 20  days  for  mental  and 
nervous  conditions.  Convalescent  care  in  an  extended 
care  facility  is  limited  to  240  days  for  mental  and  nervous 
conditions.  In-hospital  medical  care  for  mental  condi- 
tions is  limited  to  120  days.  Psychiatric  benefits  for  care 
in  an  outpatient  psychiatric  facility  and/or  physician's 
office  are  provided  up  to  $1,000  per  year;  group  psychi- 
atric treatments  are  covered  at  90  percent  of  charges. 


>Miat  You  Should  Know  About  Your  Benefits  (As  Set  Forth  in  Sup- 
plemental Agreements  Between  General  Motors  Corporation  and 
the  UAW  Dated  November  W.  1973).  This  brochure  describes  the 
health  benefits  in  only  general  terms;  some  details  here  have  been 
taken  from  other  sources 
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(.■cnerai  Motors.  f>ui  there  are.  lor  employees  only, 
additional  benefits  of  S2  per  physician  visit  and  S3. 50  per 
hc««re  vis-it.  up  to  a  maximum  benefit  of  S350  per 
disability:  there  is  no  special  limit  on  mental  conditions. 

International  Harvester  Co.  Three  hundred  sixty-five 
days  of  hospital  care  are  provided,  with  no  special 
limitation  on  mental  conditions.  Convalescent  care  in  an 
extended  care  facility  is  covered  for  up  to  730  days,  but  is 
limited  to  90  days  for  mental  and  nervous  conditions. 
Coverage  for  in-hospital  physicians'  visits  is  unlimited 
for  general  conditions,  but  is  limited  to  365  days  for 
mental  and  nervous  conditions  and  to  26  days  in  a 
convalescent  facility.  Outpatient  psychiatric  benefits  are 
the  same  as  for  the  auto  companies.. 

INTERNATIONAL  BROTHERHOOD  OF 
TEAMSTERS,  CHAUFFEURS.  WAREHOUSEMEN 
AND  HELPERS  OF  AMERICA  (TEAMSTERS) 

The  Union  has  2.3  million  members,  over  1.000 
locals,  and  40,000  contracts.  The  soon-to-be-published 
BLS  Digest  summarizes  negotiated  health  benefits  with 
Honeywell,  Inc.  (Minneapolis):  Brewers  (New  York 
City);  Milk  Dealers  (Chicago):  Trucking  Industry  (Cen- 
tral States,  Southeast,  and  Southwest  Areas);  and 
Trucking.  Warehousing,  and  Other  Industries.  Various 
Associations  and  Individual  Employers  (Western 
States) — Teamsters  (Western  Conference). 

An  International  official  said  four  contracts  covering 
the  largest  number  of  workers  are  with  trucking  indus- 
tries of  Central  States.  New  York  City  Area.  San 
Francisco  Bay  Area,  and  St.  Louis  Area.  Insurance 
brochures  of  these  contracts  were  obtained  and  the 
health  benefits  are  summarized  below. 

Central  States,  Southeast,  and  Southwest  Areas 
Health  and  Welfare  Fund — Group  Insurance  Plan  76 

Hospital  care.  Full  coverage  of  charges  for  care  in 
semiprivate  accommodations,  or  at  the  semiprivate  rate, 
is  provided.  There  is  no  limit  on  days,  nor  on  care  for 
mental  conditions. 

Surgical  expense.  Indemnity  allowances  are  fur- 
nished in  accordance  with  a  schedule.  There  is  no  in- 
hospital  basic  coverage. 

Outpatient  X-ray  and  laboratory  services.  Charges  of 
up  to  S50  or  S75  are  covered. 

Major  medical.  The  plan  pays  80  percent  of  usual 
covered  expenses,  after  a  deductible  of  S100  plus  basic 
benefits  payable.  There  is  no  coverage  of  any  treatment 
Of  nervous  or  menial  disorders  except  w  hile  hospitalized 

W  elfare  Fund  of  Sew  York  City  Trucking  Industry, 
Local  SO? 

Hospital  care  (by  Blue  Cross  of  New  York  City).  One 
hundred  twenty  days  are  covered  in  full,  plus  180  days  at 
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covered,  except  care  lor  one  day  lor  each  of  ten  elcc- 
troshock  treatments  and  for  21  days  for  surgical  care 

Medical  and  surgical  care.  The  plan  offers  a  choice 
between  an  "807  Plan"  (written  by  the  insurance  com- 
pany) and  the  Health  Insurance  Plan  of  Greater  New 
York  (HIP). 

The  "807  Plan"  pays  56  for  physicians'  office  visits,  S8 
for  home  calls,  fixed  allowances  for  hospital  visits,  and 
for  surgery  in  accordance  with  a  schedule  ot  allowances. 
Apparently  the  same  allowances  are  paid  for  visits  by  o' 
to  psychiatrists. 

The  HIP  plan  provides  comprehensive  coverage  of 
physicians'  services,  but  the  Teamsters  contract  does  not 
cover  any  psychiatric  service  other  than  that  necessary  to 
establish  an  initial  diagnosis. 

Bay  Area  Delivery  Drivers  Security  Fund 

Hospital  care.  Semiprivate  room  charge  and  charges 
for  all  special  services  are  covered  for  70  days.  The  same 
benefits  apply  for  mental  disorders. 

Surgical  care.  Allowances  are  provided  in  accor- 
dance with  a  schedule. 

Medical  care.  Ten  dollars  per  day  of  treatment  in 
office,  home,  or  hospital,  up  to  a  maximum  of  S300  is 
covered.  There  is  no  exclusion  of  mental  disorders. 

Major  medical  expense.  The  plan  pays  80  percent  of 
covered  expenses  in  excess  of  S50  per  person  per  year 
and  basic  benefits  payable  up  to  515,000.  Charges  for 
mental  and  nervous  disorders  are  excluded  unless  in- 
curred during  hospitalization. 

St.  Louis,  Missouri,  Area 

Most  (or  all)  Teamsters  locals  in  the  St.  Louis  Area 
obtain  medical  care  benefits  from  the  St.  Louis  Labor 
Health  Institute— a  group-practice  prepayment  unit 
organized  and  controlled  by  the  Teamsters.  Benefits  are 
as  follows: 

Hospital  care  (through  Blue  Cross).  Ninety  days  per 
confinement  are  covered  for  general  conditions;  30  days 
are  covered  during  any  12-month  period  for  mental  and 
nervous  conditions. 

Physicians'  sendees.  Complete  care  at  the  Institute 
Medical  Center  and  in  home  and  hospital  is  provided. 
Psychiatric  care  in  hospital  is  limited  to  30  days.  Psychi- 
atric care  at  the  Medical  Center  is  unlimited. 


ELECTRICAL  WORKERS 
INTERNATIONAL  BROTHERHOOD  OF  ELEC- 
TRICAL WORKERS  (IBEW) 
AND 

INTERNATIONAL  UNION  OF  ELECTRICAL, 
RADIO  AND  MACHINE  WORKERS  (IUE) 

Major  employers  for  both  these  unions  are  General 
Electric  Company  and  Westinghouse  Electric  Corpora- 
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tion.  The  two  unions  bargain  jointly  with  each  of  these 
companies  and  the  medical  and  insurance  benefits  are 
the  same. 

General  Ele.tric  Company 

Hospital  care.  The  plan  covers  100  percent  of  charges 
for  a  semiprivate  room  and  special  services  for  365  days. 
The  same  coverage  applies  to  mental  disorders. 

Surgical,  diagnostic  X-ray,  and  anesthesia  servi- 
ces. The  plan  pays  100  percent  of  the  first  S500  in  each 
year,  then  85  percent  up  to  a  lifetime  maximum  of 
S250.0O0.  The  same  benefits  are  provided  for  mental 
disorders. 

Other  medical  bills  (such  as  physicians'  care,  drugs, 
special  nursing).  The  plan  pays  85  percent  of  charges  in 
excess  of  a  deductible  of  S50  per  person  per  year  up  to 
the  lifetime  maximum.  However,  incase  of  "psychiatric 
treatments  or  consultations,  if  employee  is  not  totally 
disabled  so  as  to  be  prevented  from  working,  or  covered 
dependent  is  not  confined  in  a  hospital  or  similar 
institution,  the  rate  of  benefit  will  be  50  percent.  .  .  ." 

Westinghouse  Electric  Corporation 

Hospital  care.  The  plan  pays  100  percent  of  charges 
for  semiprivate  care  for  365  days.  The  same  coverage 
applies  to  mental  disorders. 

Surgical  care.  Indemnity  allowances  are  provided  in 
accordance  with  a  schedule,  with  a  maximum  of  S450  for 
any  operation. 

Diagnostic  X  rays  and  laboratory  examinations.  The 
plan  pays  charges  up  to  SI 50. 

Major  medical  expense.  The  plan  pays  85  percent  of 
covered  expenses  in  excess  of  basic  benefits  paid  and  a 
deductible  of  S50  per  person  per  year,  up  to  a  maximum 
of  $25,000.  (Covered  expenses  include  hospital  care, 
physicians'  services,  drugs,  special  nursing,  prosthetic 
appliances,  etc.)  However,  for  mental  or  nervous  condi- 
tions, the  plan  pays  only  50  percent  while  an  employee  is 
not  totally  disabled  so  as  to  be  prevented  from  working, 
or  while  a  dependent  is  not  hospitalized. 

Pacific  Gas  and  Electric  Company  (under  contract 
with  IB E IV j 

Each  employee  has  a  choice  of  the  Kaiser  Health  Plan 
or  the  Blue  Cross  Medical  Service  Plan. 

Kaiser  Health  Plan 

Hospital  care.  Unlimited  care  is  provided  for  other 
conditions,  but  inpatient  psychiatric  care  is  not  pro- 
vided. 

Professional  benefits.  Virtually  complete'  care  in  hos- 
pital, clinic,  or  home  is  provided— but  dependents  pay 
SI  for  each  office  visit.  However,  outpatient  psychiatric- 
care  is  provided  only  at  member  rates  for  each  visit  or 


service,  i.e.,  is  excluded  under  the  prepayment  plan. 
Inpatient  or  outpatient  alcoholism  care  and  care  of  drug 
addiction  are  not  provided. 

Blue  Cross  Medical  Service  Plan 

Hospital  care.  Full  service  for  365  days  is  provided 
for  general  conditions. 

Surgical  care  and  in-hospital  physicians'  servi- 
ces. The  plan  pays  in  full  for  usual,  customary,  and 
reasonable  charges. 

Office  and  home  visits.  After  a  S30  initial  deductible 
per  person  per  year,  the  plan  pays  usual,  customary,  and 
reasonable  charges.  Benefits  for  inpatient  and  outpatient 
psychiatric  care  are  provided  by  major  medical  only. 

Major  medical.  The  plan  pays  80  percent  of  the  first 
52,000  of  covered  charges,  100  percent  thereafter,  in 
excess  of  a  deductible  of  SI 00  per  person  (S300  per 
family)  per  year,  up  to  a  maximum  of  S300.000.  Eighty 
or  100  percent  of  charges  are  covered  for  inpatient 
psychiatric  care  during  an  acute  phase,  and  50  percent  of 
charges  for  outpatient  psychiatric  care  are  covered,  up  to 
$15  for  each  visit. 

Alcoholism  care.  For  inpatient  care,  the  plan  pays 
full  hospital  and  professional  benefits  up  to  60  days  after 
at  least  seven  consecutive  days  of  hospital  care.  This  is 
provided  only  once  in  a  lifetime.  For  outpatient  care, 
charges  up  to  $30  a  visit  per  day  are  covered,  up  to  S600 
during  a  90-day  treatment  period  each  calendar  year. 


AMALGAMATED  MEAT  CUTTERS  AND 
BUTCHER  WORKERS  OF  AMERICA 
(MEAT  CUTTERS) 

An  International  Union  official  stated  that  the  agree- 
ment with  Armour  and  Company  is  a  pattern  for  the 
meat-packing  industry — and  that  "all  of  the  other  major 
and  most  of  the  independent  packers  in  the  industry" 
have  the  same  or  approximately  the  same  health  bene- 
fits. 

Armour  and  Company 

Hospital  care.  Three  hundred  sixty-five  days  for  any 
confinement  are  provided,  including  charges  for  a  semi- 
private  room  and  all  special  services.  The  same  benefits 
for  mental  conditions  are  provided,  except  that  hospital 
care  for  chronic  alcoholism  or  drug  addiction  is  ex- 
cluded. 

Surgical  care.  Allowances  are  furnished  in  accor- 
dance with  a  schedule,  with  a  maximum  benefit  of  S500. 

In-hospital  physicians'  services.  The  plan  pays  SI0 
for  the  first  visit  and  S3  for  each  subsequent  visit,  to  a 
maximum  of  51,102.  There  is  no  exclusion  for  mental 
conditions. 

Major  medical.  The  plan  pays  80  percent  of  covered 
charges  in  excess  of  a  deductible  of  S300  (charges  paid  by 
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basic  benefits  can  fulfill  the  deductible)  up  to  a  maxi- 
mum of  S5.000  (SI5.000  effective  September  I.  1975). 
The  same  benefits  are  provided  for  mental  conditions. 
Covered  expenses  do  not  include  charges  for  testing  or 
care  by  a  psychologist  or  care  by  any  practitioner  who  is 
not  a  physician. 

UNITED  RUBBER.  CORK,  LINOLEUM  AND 
PLASTIC  WORKERS  OF  AMERICA 
(RUBBER  WORKERS) 

The  Union  provided  the  current  pension  and  insur- 
ance booklets  for  Firestone  Tire  &  Rubber  Company. 
General  Tire  &  Rubber  Company,  B.  F.  Goodrich 
Company,  and  Uniroyal,  Inc. 

All  of  these  companies,  in  agreement  with  the  Union, 
appear  to  have  identical  basic  benefits  for  hospital- 
surgical-medical  care.  However.  Firestone,  alone  among 
these  companies,  also  has  major  medical  expense  bene- 
fits. 

B.  F.  Goodrich  Company 

Benefits  of  this  company  are  as  described  below. 
Basic  benefits  of  the  other  three  companies  are  identical 
or  virtually  so. 

Hospital  care.  Care  in  semiprivate  accommodations 
for  730  days  per  confinement  and  full  coverage  of  all 
hospital  special  services  are  provided.  There  is  no  exclu- 
sion or  limitation  on  care  for  mental  disorders. 

Outpatient  diagnostic  X-ray  and  laboratory  tests  and 
outpatient  radiation  therapy.  Charges  for  diagnostic  X- 
ray  and  laboratory  tests  are  covered  up  to  SI 00  per 
person  per  year,  for  radiation  therapy  up  to  S600. 

Post-hospital  confinement  benefits.  The  pian  pays 
charges  for  room  and  board  in  a  convalescent  nursing 
home  (provided  confinement  is  within  14  day*  of  a 
hospital  confinement  of  at  least  three  days)  up  to  a 
maximum  of  50  percent  of  the  hospital  daily  charge,  up 
to  the  remaining  days  of  the  hospital  benefit  or  100  days, 
whichever  is  less.  There  is  no  exclusion  or  limitation  on 
care  of  mental  disorders,  but  care  in  any  facility  or 
institution  which  is  used  principally  as  a  rest  facility,  a 
facility  for  the  aged,  or  a  facility  for  the  care  of  drug 
addicts  or  alcoholics  is  excluded. 

Visiting  Nurse  Service.  The  plan  pays  charges  for 
care  of  a  registered  nurse  employed  by  the  Visiting  Nurse 
Service,  for  care  following  a  hospital  confinement,  up  to 
a  maximum  of  SI 2.50  per  day  for  not  more  than  100 
visits. 


Surgical  care.  Usual,  customary,  and  reasonable 
charges  for  surgery,  obstetrical,  and  anesthesia  services 
are  paid  in  lull. 

In-hospital  medical  care.  The  plan  pays  charges  of 
physicians  for  in-hospital  visits  up  to  S10  per  visit  day 
for  730  days.  There  is  no  exclusion  of  or  limitation  on 
care  for  mental  disorders. 

Prescription  drug  benefits.  The  plan  pays  charges  for 
prescription  drugs,  with  the  patient  paying  SI  for  each 
prescription. 

"piRESTONE  TIRE  &  RUBBER  COMPANY,  in 
addition  to  the  above  benefits,  has  major  medical 
benefits.  These  benefits  pay  80  percent  of  covered 
charges  (hospital  care,  physicians'  services,  physiother- 
apy, special  nursing,  ambulance,  etc.)  in  excess  of  a 
deductible  of  S 100  per  person  (S200  for  a  family),  up  to  a 
maximum  benefit  of  S25.000  in  any  year  or  SI 00,000  in  a 
lifetime. 

For  mental  illness  or  functional  nervous  disorder, 
only  50  percent  of  charges  are  paid  for  outpatient  care, 
and  only  charges  for  the  first  50  visits  in  a  year  are 
eligible;  also,  not  more  than  S30  per  visit  are  eligible  for 
reimbursement,  i.e.,  the  maximum  benefit  payable  per 
visit  is  SI 5. 


CONCLUSIONS 

Close  inspection  of  the  health-benefit  programs  of  the 
unions  specified  by  NIMH  leads  to  about  the  same 
conclusions  reached  in  Study  2,  "Comparison  of  Benefits 
for  General  and  Mental  Conditions  Under  Employee 
Health  Benefit  Plans,  1974,"  namely,  a)  that  many 
companies  provide  the  same  hospital  care  and  in- 
hospital  physicians'  service  benefits  for  mental  condi- 
tions as  for  general  conditions,  while  others  provide 
reduced  benefits  for  mental  conditions,  and  b)  that  most 
companies  provide  reduced  benefits  for  outpatient  care 
of  mental  conditions  although  a  minority  provide  the 
same  benefits  as  those  for  general  conditions. 

A  more  important  conclusion,  evident  in  contacts 
with  union  officials  in  obtaining  copies  of  agreements  or 
pension-insurance  brochures,  is  that  a  considerable 
number  of  these  officials  have  a  keen  interest  in  benefits 
for  outpatient  psychiatric  care.  This  interest  augurs  well 
for  improved  outpatient  psychiatric  care  benefits  in  the 
future. 
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STUDY  6 

UTILIZATION  OF  CARE  FOR  MENTAL  CONDITIONS  UNDER  CANADIAN 
GOVERNMENTAL  HOSPITAL  AND  MEDICAL  INSURANCE  PROGRAMS* 


Information  on  utilization  under  the  Canadian 
federal-provincial  programs  of  hospital  and  medical 
insurance  is  of  interest  because  these  programs,  unlike 
most  private  health  insurance  in  the  United  States,  cover 
care  for  mental  conditions  on  the  same  basis  as  care  for 
other  conditions  and  the  coverage  is  complete — all 
needed  care  is  provided. 


HOSPITAL  INSURANCE 

Since  1958,  Canada  has  had  a  program  of  federal 
cost-sharing  with  the  provinces  for  hospital  insurance; 
all  of  the  provinces  have  been  participating  since 
January  1961.  The  federal  government  pays  approxi- 
mately 50  percent  of  the  cost  of  approved  provincial 
programs. 

To  qualify  for  federal  cost-sharing  a  provincial 
hospital  insurance  program  must  provide  complete  care 
in  general  hospitals  (ward  accommodations)  to  all 
eligible  residents  on  uniform  terms  and  conditions. 
There  can  be  no  limit  on  the  length  of  stay.  Care  must  be 
provided  for  mental  and  nervous  disorders  on  the  same 
basis  as  for  all  other  conditions.  Most  of  the  provinces 
finance  their  share  of  the  cost  of  the  program  from 
general  revenues  and  make  care  available  to  all  residents. 
One  province  finances  part  of  its  share  through 
premiums,  and  benefits  are  restricted  to  those  who  have 
paid  the  premiums  or  who  qualify  for  public  assistance, 
but  only  a  very  small  percentage  of  the  eligible 
population  is  uninsured.  One  or  two  provinces  require 
the  patient  to  pay  a  small  amount  for  each  day  of  care. 

This  program  applies  only  to  general  and  allied 
special  hospitals,  not  to  mental  hospitals.  All  of  the 
provinces  have  government  mental  hospitals  that 
provide  care  free  of  charge  or  at  very  low  charges  to  all 
residents. 


•The  author  would  like  to  e.\press  his  appreciation  of  assistance 
rendered  to  him  by  the  staff  of  the  Health  Economics  and  Statistics 
Unit  of  the  Health  Programs  Branch  of  the  Canadian  Department  nl 
National  Health  and  Welfare. 


Utilization  experience 

Hospital  utilization  is  higher  in  Canada  than  in  the 
United  States.  This  was  true  before  the  program  started. 
In  1971  the  rate  of  hospital  separations  under  the 
program  for  all  conditions,  as  shown  in  Table  1,  was 
165.9  per  1,000  covered  population,  patient  days  were 
1,920  per  1,000,  and  the  average  length  of  stay  was  11.6 
days.  The  comparable  utilization  rates  for  mental 
conditions  were  6.1  separations  and  109.8  patient  days 
per  1,000  population  and  an  average  length  of  stay  of 
18.0  days.  Thus,  mental  separations  comprise  3.7  percent 
of  all  separations,  and  patient  days  for  mental  illness 
were  5.7  percent  of  days  for  all  conditions. 

As  in  the  United  States,  the  total  number  of  days  of 
care  for  mental  conditions  in  general  hospitals  is 
relatively  small  in  comparison  with  the  days  of  care  in 
mental  hospitals.  In  1971.  the  total  days  of  care  for 
mental  conditions  in  Canadian  general  hospitals  were 
about  one  eighth  of  the  total  days  of  care  in  Canadian 
mental  hospitals. 


TABLE  1 

Utilization  of  Hospital  Care  for  All  Conditions 
and  for  Mental  Conditions  Under  the  Canadian 
Hospital  Insurance  Program,  1971 


Sepa- 

Pt. 

Percent  of  totals 

rations 

days 

Average 

for  all  conditions 

per 

per 

length 

1.000 

1,000 

of  stay 

Sepa-  Pt. 

Diagnostic  category 

pop. 

pop. 

(days) 

rations  days 

All  conditions 

165.9 

1.919.7 

11.6 

100.0  100.0 

Mental  conditions 

6.1 

109.8 

18  0 

3.7  5.7 

Psychoses 

1.7 

41.5 

25.0 

1.0  2.2 

Neuroses,  per- 
sonality disorders 
and  other 
nonpsychotic 
mental  disorders, 
and  mental 

retardation  4.4        68.3      15.4  2.7  3.5 


Source:  Statistics  Canada  Hospital  Morbidity.  1971. 
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In  1966  Canada  enacted  a  law  establishing  a  grant-in- 
aid  program  under  which  the  federal  government  would 
make  a  financial  contribution  to  those  provinces 
operating  medical  care  insurance  plans  meeting  certain 
minimum  criteria.  These  criteria  relate  to  comprehen- 
siveness of  insured  services,  universality  of  coverage, 
portability  of  benefits  (i.e..  benefits  available  when 
temporarily  absent  from  the  home  province),  and  public 
administration. 

Federal  financial  contributions  to  participating 
provinces  became  payable  from  July  1,  196S.  and  are 
based  on  half  of  the  national  average  per  capita  cost  of 
insured  services  of  the  national  program,  excluding 
administration,  multiplied  by  the  average  number  of 
insured  persons  in  each  province.  All  provinces  were 
participating  by  January  1.  1971. 

The  standards  embodied  in  the  federal  act  require 
that  provincial  programs  must  cover  all  medically 
necessary  services  by  a  physician  or  surgeon.  There  can 
be  no  dollar  limits  or  exclusions  except  on  grounds  that 
the  services  were  not  medically  required.  The  program 
must  be  universally  available  to  all  eligible  residents  of  a 
participating  province  on  equal  terms  and  conditions, 
and  cover  at  least  95  percent  of  the  total  eligible 
population.  Benefits  must  be  portable,  so  that  an  insured 
person  would  retain  coverage  when  temporarily  absent 
from  his  own  province  or  moving  from  one  province  to 
another. 

As  of  the  end  of  1974.  four  of  the  ten  provinces 
finance  their  share  of  the  cost  of  their  program  partly  by 
premiums  or  special  taxes:  the  other  six  provinces 
finance  their  share  from  general  taxes,  with  care 
available  to  all  residents. 

All  provinces  cover  without  limit  the  services  of 
psychiatrists  in  the  hospital,  office,  home,  or  clinic.  None 
of  the  provinces  pay  for  the  services  of  psychologists 
under  their  insurance  programs. 

All  provinces,  apart  from  the  insurance  program, 
maintain  mental  hospitals  and  mental  clinics  (in  which 
services  are  provided  by  psychiatrists,  psychologists, 
social  workers,  psychiatric  nurses,  etc.),  the  services  of 
which,  to  all  practical  purposes,  are  free  to  all  residents. 
Hence,  to  the  extent  that  personnel  and  facilities  are 
available,  complete  care  for  mental  or  emotional  illness 
may  be  said  to  be  freely  available. 

All  plans  provide  the  insured  services  of  the  federal 
program,  i.e..  medicalh  required  services  of  medical 
practitioners  and  certain  surgical-dental  procedures 
undertaken  by  dental  surgeons  in  hospitals.  Several  of 
the  programs  provide  extra  and  explicitly  defined 
benefits,  the  costs  of  which  are  not  shared  by  the  federal 
government.  Among  these,  in  one  province  or  another, 
are  optometry,  chiropractic,  podiatry,  and  osteopathy 
services. 

All  plans  pay  private  practitioners  according  to  a  fee 
schedule  negotiated  with  the  provincial  medical  society. 
Other  modes  of  payment  are  permissible,  and  some 


joctors  arc  paid  r>y  capitation,  session,  or  salary 
arrangements.  Physicians  under  the  fee  mode  submit 
claims  to  and  are  paid  directly  by  the  provincial 
administrative  agency,  except  that  in  a  few  provinces 
private  agencies  play  a  role  in  the  transmission  and 
payment  of  claims.  Physicians  who  do  not  wish  to  accept 
payment  at  the  scheduled  rate  have  the  alternative  of 
billing  the  patient,  providing  the  latter  agrees  to  this  in 
advance.  In  such  a  case  the  patient  files  the  claim,  and 
the  benefit  at  the  allowed  fee  is  paid  to  him.  and  he  is 
responsible  for  any  extra  amount  owed  the  doctor.  This 
occurs  in  only  a  small  percentage  of  cases.  In  the  past 
one  province  for  a  number  of  years  required  patients  to 
pay  certain  so-called  utilization  fees  (a  dollar  or  two)  for 
each  office  or  home  call.  Such  charges  were  terminated 
in  August  1971. 

Letters  were  written  in  June  1974  to  the  heads  of  the 
medical  insurance  programs  (in  a  number  of  the 
provinces  the  administrations  of  the  hospital  and 
medical  insurance  programs  have  now  been  unified 
under  a  single  agency)  requesting  a  copy  of  the  latest 
annual  and  statistical  report  on  the  program,  together 
with  any  unpublished  information  that  was  available  on 
utilization  of  care  for  mental  conditions.  Replies  were 
received  from  all  provinces  and  some  utilization  data 
were  available  from  all  except  one. 

Table  2  shows  for  all  provinces  for  which  data  were 
available  the  covered  population,  the  total  number  of 
medical  services  per  1,000  covered  population,  total  fee 
payments  to  physicians'  for  medical  services  per  person 
covered,  total  psychiatric  services  per  1,000  population, 
total  payments  for  psychiatric  services  per  person 
covered,  and  the  percent  of  psychiatric  services  and 
payments  to  total  services  and  total  payments.  Psychiat- 
ric services  are  those  denominated  as  such  in  the 
province's  fee  schedule,  e.g.,  consultation,  examination, 
and  evaluation,  individual,  family,  and  group  psycho- 
therapy, electroconvulsive  therapy,  psychological  testing. 
A  few  provinces,  it  appears  from  the  provincial  reports, 
do  not  pay  general  practitioners  for  psychotherapy;  in 
such  cases,  any  office  visit  to  a  general  practitioner  in 
w  hich  the  main  service  was  diagnosis  or  care  of  a  patient 
whose  problem  appeared  to  be  mainly  or  entirely  mentai 
or  emotional  would  not  be  included  in  the  statistics  on 
psychiatric  services.  However,  most  provinces  do  pay 
general  practitioners  for  psychotherapy  and  possibly 
other  psychiatric  services  as  well,  and  in  some  provinces 
as  much  as  30  or  40  percent  of  ali  psychiatric  services  are 
rendered  by  general  practitioners  who  receive  a  sub- 
stantial percentage  of  the  total  payments  for  psychiatric 
services.  For  example,  in  Ontario.  28  percent  of  the  total 
payments  for  psychiatric  services  went  to  general 
practitioners,  in  Quebec  27  percent,  in  Alberta  3 1  percent, 
and  in  Saskatchewan  27  percent. 

In  general,  the  table  shows  only  services  paid  for  by 
tee  payments.  Amounts  paid  as  salaries  or  as  "sessional" 


In  a  lew  provinces  this  amount  may  include  payments  to  dental 
surgeons.  The  amount  is  insignificant. 
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TABLE  2 

Utilization  of  Psychiatric  Services  and  Payments  for  Such  Services 
Under  Canadian  Provincial  Programs  of  Medical  Care  Insurance,  1971-73 


Total  fee            Total  Total  fee 

Total  number       payments  psychiatric  payments  for  Psychi-  Psychi- 

Covered            of  medical        for  medical  services  per  psychiatric  atric  as        atnc  as 

population         services  per          services             1,000  services  a  percent  a  percent 

Year  to  which          (insured         1,000  covered     per  covered        covered  per  covered  of  total        of  total 

data  relate             persons)           population           person  population  person  services  payments 


British  Columbia 

4/1/72-3/31/73 

2.268.935 

7,646 

Alberta 

7/1/72-6/30/73 

1,764.757 

6.557 

Saskatchewan 

1973 

880.295 

7.421 

Manitoba 

1973 

1,027,800 

8,210 

Ontario 

4/1/72-3/31/73 

8.226,720 

N  A 

Quebec 

1973 

6,081,476 

6,278 

New  Brunswick 

1971 

630,700 

2,957 

Nova  Scotia 

4/1/71-3/31/72 

776.000 

5,332 

Prince  Edward  Island 

4/1/72-3/31/73 

113,000 

N  A 

Newfoundland 

4/1  /72-3/31/73 

534,000 

2,807c 

Yukon 

4/1/72-3/31/73 

18,000f 

Northwest  Territories 

4/1/72-3/31/73 

3.800' 

Canada 

4/1/72-3/31/73 

21,803,6219 

S60.30 

113 

S2.01 

LS  .. 

3.3 

56.22 

160 

1.99 

2.4 

3.5 

48.35 

131 

1.50 

1.8 

3.1 

57.37 

368a 

2.81a 

4.5b 

4.9b 

55.54 

327 

3.15 

NA 

5.4 

55.05 

151 

2.37 

2.4 

4.3 

31.71 

29 

.43 

1.0 

1.3 

39.99 

55 

.56c 

1.0 

1.4C 

39.02 

NA 

NA 

NA 

NA 

31.99 

NA 

1.12e 

NA 

3.5 

aData  for  1972. 

"Comparison  of  1972  data  on  psychiatric  services  and  costs  with  1973  data  for  all  services  tends  to  understate  the  proportion  of  psychiatric  to 
total. 

cHowever,  other  data  indicate  total  payments  to  psychiatrists  of  S.75  per  covered  person,  equal  to  1.8  percent  of  all  payments  under  the  pro- 
gram. 

dExcluding  salaried  services. 

ePayments  on  fee-for-service  basis  only.  If  salaried  payments  to  psychiatrists  at  provincial  mental  hospitals  are  included  the  cost  is  S2.21  per 
capita. 

'  No  attempt  was  made  to  get  utilization  data  for  these  territories. 

^Average  number  of  insured  persons  during  year  April  1,  1972-March  31,  1973,  as  reported  by  the  National  Department  of  Health  and  Wel- 
fare {Annual  Report  for  Fiscal  Year  1973  Respecting  Operations  of  the  Medical  Care  Act).  The  figures  given  for  the  individual  provinces  are 
not  additive. 


payments  to  medical  practitioners  are  in  general  not 
included— though  such  payments  are  shared  by  the 
federal  government.  Generally  the  number  of  services 
rendered  by  physicians  paid  on  this  basis  is  not  known. 

The  total  number  of  psychiatric  services  per  1,000 
covered  population  may  not  be  comparable  from  one 
province  to  another,  since  there  is  some  variation  in 
definitions  of  services  paid  for  at  scheduled  fees.  For 
example,  Manitoba  pays  for  psychotherapy  on  the  basis 
of  one-quarter-hour  units;  thus  a  60-minute  session 
would  be  counted  as  four  services.  However,  the  dollar 
payments  are  in  general  comparable. 

It  will  be  seen  from  the  table  that  the  number  of 
psychiatric  services  per  1,000  population  in  the  eight 
provinces  for  which  data  were  available  ranged  from  29 
to  368.  The  payments  for  these  services  per  covered 
(insured)  person  ranged  from  S.43  in  New  Brunswick  to 
S3. 15  in  Ontario.  Mainly  the  data  are  for  the  year  1973 
or  for  a  fiscal  year  ending  in  1973.  The  number  of 
psychiatric  services  constituted  a  relatively  small 
proportion  of  the  number  of  all  services,  ranging  from 
1.0  to  4.5  percent.  The  latter  percentage  is  for  Manitoba; 
the  upper  figure  is  2.4  percent  if  Manitoba  is  excluded. 
The  payments  for  psychiatric  services  ranged  from  1.3 
to  5.4  percent  of  the  total  for  all  medical  services. 

( 


All  these  statistics  on  number  of  and  payment  for 
psychiatric  services  are  exclusive  of  services  provided  by 
salaried  physicians  in  the  mental  hospitals,  clinics,  and 
mental  health  centers  maintained  by  the  various  prov- 
inces. 

The  variation  in  utilization  of  all  physicians'  services 
and  of  psychiatric  services  is  due  to  a  considerable 
number  of  factors,  among  which  the  supply  of 
physicians  and  of  psychiatrists  in  relation  to  the 
population  is  important.  Table  3  shows  the  number  of 
physicians  in  each  province  in  1972,  the  population  per 
physician,  the  number  of  psychiatrists  (whether  salaried 
or  in  private  practice),  and  psychiatrists  as  a  percent  of 
all  physicians. 

Canada  has  a  somewhat  smaller  number  of  physicians 
in  relation  to  population  than  the  United  States— 633 
persons  per  physician  in  1972  as  against  623  in  the 
United  States.2  However,  the  proportion  of  all  physi- 
cians who  are  psychiatrists  is  considerably  higher  in  the 
United  States  than  in  Canada— 7.4  percent  as  against  4.0 
percent  in  Canada.  (These  figures  may  not  be  fully 
comparable  since  the  number  of  psychiatrists  in  Canada 


-Distribution  of  Physicians  in  the  United  Slates,  1972.  American 
Medical  Association. 
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Number  of  Physicians  ana  rsycniatrists  m  ia//, 
by  Province 


Ratio 

Psychi- 

atrists 

physi- 

as a  /« 

cians 

h 

syc  i- 

of  all 

Physicians 

to  pop. 

atri  s 

p  ysicians 

Canada 

34.508 

H  633 

1.376 

4.0 

Newfoundland 

504 

1 : 1,056 

16 

3.2 

Prmce  Edward  Island 

105 

1:1.076 

2 

1.9 

Nova  Scotia 

1,147 

1:  692 

43 

3.7 

New  Brunswick 

656 

1:  979 

11 

1.7 

Quebec 

9.677 

1:  626 

468 

4.8 

Ontario 

13,364 

1:  5S6 

551 

4.1 

.  Manitoba 

1,573 

1:  631 

52 

3.3 

Saskatchewan 

1,140 

1:  804 

24 

2.1 

Alberta 

2,444 

1:  677 

63 

2.6 

British  Columbia 

3,850 

1:  584 

145 

3.8 

Yukon 

16 

1:1,181 

0 

Northwest  Territories 

31 

1:1,250 

0 

Province  unspecified 

0 

Source:  Canada,  Health  Manpower  Inventory,  1973.  Department  of 
National  Health  and  Welfare,  pp.  1  10-154. 


includes  only  those  who  are  board  certified,  while  this  is 
not  the  case  in  the  United  States.) 

In  conclusion,  it  may  be  stated  that  the  Canadian 
provincial  programs  of  medical  service  insurance  cover 
the  psychiatric  services  on  the  same  basis  as  all  other 
medical  services  and  that  the  annual  payments  for 
psychiatric  services  range  from  S.43  to  $3.15  per  covered 
person  and  constitute  1.3  to  5.4  percent  of  total 
payments  for  all  medical  services. 

These  payments  are.  it  should  be  well  understood, 
exclusive  of  the  expenditures  made  by  the  provinces  in 
maintaining  their  mental  hospitals  and  community 
mental  health  centers  and  clinics. 

More  detailed  descriptions  of  the  provincial  medical 
care  insurance  programs  and  more  detailed  statistics  on 
utilization  experience  follow.  (The  provinces  are  listed 
from  west  to  east.) 

British  Columbia 

The  province  has  an  overall  Medical  Services  Plan 
which  operates  under  the  supervision  of  the  Medical 
Services  Commission.  The  plan  covers  all  residents  who 
pay  the  required  premiums.  There  are  three  licensed 
carriers,  British  Columbia  Medical  Plan,  C.  U.  &  C. 
Health  Services  Society,  and  Medical  Services  Associa- 
tion. During  the  year  ended  March  31,  1973,  an  average 
of  2,268.935  persons  were  covered. 

During  the  year  ended  March  31,  1973,  a  total  of 
17,348,268  services  were  paid  for  through  fee-for-service 
payments,  equal  to  7.646  services  per  1,000  population 
covered.  Total  payments  for  these  services  amounted  to 


$4, 556, 869  in  payments  were  lor  psychiatric  services,  i.e.* 
psychotherapy,  psychiatric  consultations,  elcctrocn- 
cephalothcrapy,  etc.,"'  equal  to  113  services  per  1.000 
covered  population  and  $2.01  per  covered  person,  and  to 
1.5  percent  of  total  services  and  to  3.3  percent  of  total 
payments. 

Of  the  psychiatric  services  and  payments,  98  percent 
in  both  cases  were  for  services  rendered  by  psychiatrists, 
with  almost  all  of  the  rest  being  for  services  rendered  by 
neuropsychiatrists.  Only  a  handful— 506  services  costing 
$4,587— were  for  services  rendered  by  general  practition- 
ers. 

The  breakdown  of  psychiatric  services  by  type  of 
service  was  as  follows: 


Type  of  service 

Services 

Payments 
(cost) 

Subsequent  hospital  visits 

30,592 

S  137,548 

Consultations-office,  home, 

or  hospital 

25,531 

769,481 

Electroencephalotherapy 

9,961 

89.629 

Psychotherapy 

172,155 

3,324.100 

Consul  tations-emotionally 

disturbed  children 

3,099 

154,152 

Group  therapy 

15,183 

81,958 

Total 

256,521 

$4,556,869 

During  the  1972-73  fiscal  year  there  were  91  active 
psychiatrists,  i.e.,  those  who  received  more  than  $20,000 
in  fee  payments  during  the  year.  The  average  payment 
per  psychiatrist  was  $41,974.  This  average  payment  was 
lower  than  that  for  general  practitioners  and  for  all  but 
two  or  three  other  specialties— perhaps  this  was  because 
some  of  the  psychiatrists  received  income  from  salaried 
work. 

The  salient  items  in  the  fee  schedule  for  psychiatric 
services,  effective  June  1,  1974,  were  as  follows:6 


Item  Fee 

Consultation  (office,  home,  or  hospital)— to 

include  complete  history  and  assessment  with 

written  report  S40.00 

Consultation  re  emotionally  disturbed  child  74.00 

Continuation  of  psychotherapy  (office  or 

hospital,  with  or  without  disinhibiting  agent): 

for  15  minutes  8.50 

for  30  minutes  17.00 

for  45  minutes  25.50 

for  60  minutes  34.00 

Subsequent  hospital  visit  6.00 

Group  therapy,  per  person  per  session  9.00 


Docs  not  include  payments  for  special  nursing.  Red  Cross, 
chiropractic,  naturopathic,  physical  therapy,  podiatry,  optometry,  and 
other  nonmedical  services. 

'Annual  Report  for  the  Year  Ended  March  31.  1973.  Medical  Services 
Commission  ol  British  Columhu 

'Data  furnished  in  a  letter  dated  June  24.  1974.  from  Caroline  De- 
I.o/icr.  Medical  Services  Commission  of  British  Columhia. 

'/hid. 
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The  Commission  payments  are  at  the  rate  of  97 
peTcem  of  the  above  tees.  (Note:  The  above  fees  are 
higher  than  those  paid  during  the  1972-73  fiscal  year  of 
the  program.) 

The  above  utilization  data  refer  only  to  services 
provided  by  private  practitioners  on  a  fee-payment  basis. 
They  are  exclusive  of  services  provided  by  salaried 
personnel  in  the  province's  mental  hospitals  and  mental 
health  centers  and  clinics.  During  the  year  1972  there 
was  a  total  of  6,647  patients  admitted  to  the  province's 
25  mental  health  centers." 

Alberta 

The  Alberta  program  of  medical  service  insurance 
began  operation  in  1969.  The  program  is  administered 
by  the  Alberta  Health  Care  Insurance  Commission,  and 
is  financed  partially  by  premiums  which  must  be  paid  by 
all  residents.  The  total  number  of  persons  covered  as  of 
June  30,  1973,  was  1,764,757. 

The  total  number  of  medical  services  provided  on  a 
fee-for-sen  ice  basis  in  the  year  ending  June  30,  1973, 
was  11,571,241 — equal  to  6,557  services  per  1,000 
covered  population.  Total  fee  payments  for  services  were 
599,221,669,  or  S56.22  per  person  covered.8 

The  total  number  of  psychiatric  services  provided 
during  the  year  (including  only  those  provided  on  a  fee- 
for-service  basis)  was  283,155—160  per  1,000  covered 
population — and  the  total  fee  payments  for  these 
services  were  53,511,304.  equal  to  SI. 99  per  covered 
person.  Psychiatric  services  numbered  2.4  percent  of  all 
services,  and  payments  for  such  services  amounted  to  3.5 
percent  of  the  total  payments  under  the  program.  Of  the 
total  psychiatric  services,  47  percent  were  rendered  by 
nonspecialists,  i.e.,  general  practitioners,  and  30.7 
percent  of  the  payments  were  to  these  practitioners. 

A  breakdown  of  psychiatric  services  and  payments  by 
type  of  serv  ice9  is  provided  in  Table  4. 


The  total  number  of  psychiatrists  to  whom  payments 
were  made  in  1973  was  72.  These  comprised  3.3  percent 
of  the  total  number  of  medical  practitioners  to  whom 
payments  were  made.  The  average  payment  per 
psychiatrist  was  534.718  compared  to  S44.998  for  all 
practitioners.  (The  relatively  low  average  payment  per 
psychiatrist  may  be  due  to  the  fact  that  some  of  them 
rendered  services  on  a  salaried  basis  in  provincial  mental 
hospitals  and  clinics.)  Of  the  72  psychiatrists.  1 1  received 
payments  of  less  than  510,000,  14  received  SI0.000  to 
519,999,  15  received  S20.000  to  539.999.  25  received 
540.000  to  559.999,  and  seven  received  payments 
between  560.000  and  S79.999. 

Total  payments  to  psychiatrists  were  52.449.672. 
equal  to  51.39  per  covered  person,  and  represented  2.5 
percent  of  total  payments  to  all  medical  practitioners. 

The  more  important  items  in  the  schedule  of  fees 
payable  for  psychiatric  services  were  as  follows: 


Fees  payable  to  psychiatrists"1 
Consultation,  formal,  major,  per  hour 


■1972  Statistical  Report  of  Menial  Health  Branch.  British  Columbia 
Department  of  Health. 

'Annual  Report  for  the  Year  Ended  June  30.  1973.  Alberta  Health 
Care  Insurance  Commission. 

'Data  provided  by  the  Commission  in  a  letter  dated  June  21.  1974. 


Initial  visit,  requiring  complete  examination 
and  investigation,  per  hour 

Electroconvulsive  therapy,  each  treatment 

Individual  psychotherapy  or  narcoanalysis: 
1  hour 

Vi  hour 

Each  subsequent  Vi  hour 

Group  psychotherapy: 

Adults— 1  Vi-hour  session  per  person 
(maximum  of  S22  per  Vi  hour) 
Family-1  Yi-hour  session 

Fees  payable  to  nonpsychiatrists 
Psychotherapy  (when  appointment  is  made 

specifically  for  this  purpose): 

First  Vi  hour 

Subsequent  quarter  hours,  each 
Group  psychotherapy: 

Adults-1  Vi-hour  session,  per  person 
(maximum  S22  per  V4  hour) 
Family-1  Vi-hour  session 


28.00 
10.00 

28.00 
14.00 
7.00 


8.00 
40.00 


10.00 
5.00 


6.00 
30.00 


Tee  schedule  as  of  Novembe 


TABLE  4 

Psychiatric  Services  Provided  by  Specialist  and  Nonspecialist  Physicians,  by  Type  of  Service,  Alberta 


By  certified  specialist 

By  nonspecialist 

Total 

Number 

Number 

Number 

of 

Amount 

or 

Amount 

of 

Amount 

Typo  of  psychiatric  service 

services 

paid 

services 

paid 

paid 

Consultations 

8,341 

$  211.958 

8.341 

S  211,958 

Initial  visits 

5.729 

156.417 

5.729 

156,417 

Electroconvulsive  therapy 

6,895 

68,918 

1,165 

S  11.639 

8.061 

80,557 

Individual  psychotherapy 

116.117 

1.849,303 

129,717 

1.037,374 

245,834 

2.886,677 

Group  psychotherapy 

12,556 

145,503 

1.698 

25.527 

14.254 

171,030 

Hypnotherapy 

 936 

 4,665 

936 

 4.665 

Total 

149.639 

$2,432,099 

133,516 

SI. 079,205 

283.155 

53,511,304 

72 
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It  should  be  emphasized  that  the  above  sen  ices  and 
payments  are  exclusive  of  those  rendered  at  provincial 
menial  hospitals  and  institutions  by  salaried  physicians. 

Saskatchewan 

The  Saskatchewan  Medical  Care  Insurance  program 
has  been  in  operation  since  1962.  In  1973  the  program 
covered  880,295  persons.  Services  for  mental  conditions 
are  covered  on  the  same  basis  as  services  for  all 
conditions.  The  program  during  1973  was  financed  by 
premiums  (SI 2  per  single  person  and  S24  for  a  family), 
general  taxes,  and  the  federal  contribution.  Effective 
January  I.  1974.  premiums  were  discontinued.  The 
program  is  administered  by  the  Saskatchewan  Medical 
Care  Insurance  Commission. 

In  1973  the  total  number  of  services  for  all  conditions 
(including  surgical  operations,  office,  home,  and  hospital 
visits,  laboratory  services,  diagnostic  procedures,  etc.) 
numbered  6,533.100  or  7,421  per  1. 000  beneficiaries,  and 
total  payments  for  services  amounted  to  S42, 564.000,  or 
S48.35  per  beneficiary. 11  Almost  all  services  are.  paid 
directly  by  the  Medical  Care  Insurance  Commission  or 
through  approved  health  agencies  at  fees  which  the  prac- 
titioner agrees  to  accept  as  full  payment  for  his  services. 

The  Commission's  annual  report  does  not  show  the 
total  number  of  psychiatric  services  and  payments  and  it 
is  necessary  to  approximate  these  by  combining  certain 
data  for  general  practitioners  and  psychiatrists.  The  re- 
port states  that  the  number  of  psychotherapy  services 
(defined  as  treatment  interviews,  group  therapy,  and 
counseling)  in  1973  was  76,200.  or  86  per  1.000  covered 
population.  Payments  for  psychotherapy  amounted  to 
S764.000,  equal  to  S.87  per  covered  person.  Of  all  psy- 
chotherapy services,  49.4  percent  were  rendered  by  gen- 
eral practitioners,  and  they  received  47.6  percent  of  the 
total  payments  for  these  services.  Hence  it  may  be  cal- 
culated that  general  practitioners  provided  37.643  psy- 
chotherapy services  and  received  S363.664  in  payment 
for  such  services. 

Special  data  provided  by  the  Commission  indicate 
that  in  1973  the  number  of  services  provided  by  psychi- 
atrists was  77,305—88  per  1 .000— and  the  total  payments 
to  psychiatrists  were  S960.362  or  SI. 09  per  beneficiary.12 
Adding  to  these  figures  the  number  of  psychotherapy 
services  provided  by  general  practitioners  and  payments 
for  such  services,  one  may  conclude  that  the  total 
number  of  psychiatric  services  was  1 14.948  and  the  total 
payments  for  them  S  1.324.026.  The  services  are  equal  to 
131  per  1,000  covered  population  and  the  payments  are 
equal  to  SI. 50  per  covered  person  and  comprise,  re- 
spectively, 1.8  percent  and  3  1  percent  of  the  total 
services  and  payments.  Of  the  total  pay  ments  for  psychi- 
atric services.  27  percent  went  to  general  practitioners. 

Among  the  services  rendered  by  psychiatrists  the 
following  are  some  of  the  more  significant  items,  in 
terms  of  amount  of  payments: 

"All  data  unless  otherwise  indicated  are  from  Annual  Report  I97J. 
Saskatchewan  Medical  Care  Insurance  Commission. 
'-'Letter  dated  June  2X.  1974 


Type  of  service 

Specific  assessment 
Consultation 
Hospital  visit 

Psychiatric  social  interview 
Treatment  interview: 

30  minutes 

Additional  time 
Electroshock  {with  anesthesia) 
Psychological  testing 


Number  of  services 

8.175 
3,433 
13.435 
4,913 

22.850 
9.258 
3,399 
3.275 


S206.972 
114.965 
47.213 
60.955 

285,317 
48,319 
42.419 
73.348 


In  1973  there  were  758  active  physicians  (physicians 
who  received  SI 0.000  or  more  in  commission  payments 
in  the  province)  of  whom  466  were  general  practitioners 
and  292  were  specialists,  including  17  psychiatrists.  The 
population  per  active  physician  was  1.161,  and  that  per 
active  psychiatrist  was  51,782. 

The  distribution  of  psychiatrists  by  size  of  practice 
(number  of  different  persons  on  whose  behalf  a  claim 
was  paid  during  the  year)  was  as  follows: 


Size  of  practice 

Less  than  500  patients 

500-  999  patients 
1,000-1,499  patients 
1.500-1,999  patients 


Number  of  psychiatrists 

9 

5 
2 


The  average  number  of  patients  per  psychiatrist  was 
597  (compared  with  1,898  for  all  physicians). 

The  average  payment  per  active  psychiatrist  in  1973 
was  $55,000.  That  for  all  specialists  was  the  same,  and 
that  for  all  general  practitioners  was  S49,000. 

Salient  fees  paid  for  psychiatric  services  are  as 
follows: 


Type  of  service 


Specific  assessment 

Minor  assessment  and  subsequer 

visit 
Consultation 

Psychotherapeutic  visits-office, 

home,  or  hospital: 

Psychiatric  social  interview 
Group  therapy-per  person 


Specialist  in  psychiatry 
Referred         Not  referred 


per 


ion 


Family  psychotherapy: 
Two  persons-per  person 
Three  or  more— per  person 
Treatment  interview: 

30  mmutes 
Special  procedures: 

Electroshock  therapy-per 
treatment: 

Without  anesthetist  (includes 

visit  feel 
With  anesthetist  (includes 
visit  feel 
Psychological  testing: 
Simple 
Complex 


8.00 
34.00 


12.75 
6.80 
51.00 

12.75 
8.50 


17.00 
12.75 


17.00 
34.00 


S20.80 
6.40 


10.20 
5.44 


10.20 
6.80 


13.60 
10.20 


13.60 
27.20 


It  should  be  understood  that  the  above  per  capiui 
payments  for  psychiatric  services  do  not  include  pay- 
ments to  psychiatrists  and  others  under  the  province's 
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Mcatal  Health  Act  Winch  provides  lor  a  Department  ol 
PiPblic  Health,  winch  operates  the  province's  public 
mental  hospitals  and  mental  health  centers. 

The  Department's  Psychiatric  Services  Branch 
operates  six  full-time  mental  clinics,  each  serving  a 
particular  region,  and  44  part-time  clinics,  and  employed 
in  1972  approximately  43  psychiatrists."  In  1972  the 
Psychiatric  Services  Branch  saw  10,120  outpatients  and 
another  1,865  were  seen  at  the  University  Hospital.  Total 
outpatient  contacts,  including  those  at  the  University 
Hospital,  were  99,126.  Total  expenditures  of  the 
Psychiatric  Services  Branch,  including  maintenance  of 
mental  hospitals,  services  for  the  mentally  retarded, 
outpatient  care,  and  research,  amounted  to  SI 3,384,632 
in  the  year  ending  March  31,  1973— equal  to  S15.20  per 
capita  over  the  entire  provincial  population. 

The  Director  of  the  Branch  stated  that  the  full-time 
salaried  service  of  the  Branch  provides  the  great  majority 
of  psychiatric  services  outside  of  the  two  main  cities  of 
Regjna  and  Saskatoon.14 

Manitoba 

The  medical  insurance  program,  which  began 
operation  in  1969,  covers  all  residents  of  the  province, 
numbering  1,027,800  as  of  June  1,  1973.  Premiums  were 
discontinued  May  31,  1973.  The  program  is  adminis- 
tered by  the  Manitoba  Health  Services  Commission. 

The  total  -  Tiber  of  medical  services  (exclusive  of 
oral  surgerv  -Mometry.  and  chiropractic  services) 
rendered  undo,  :he  program  in  1973  was  8,438,559 — 
'  M0  per  1,000  population.  Total  value  of  these  services 
was  558.971,701,  equal  to  S57.37  per  person  covered.15 

During  1973  there  were  43  psychiatrists  in  the 
province  who  received  payments  under  the  program  of 
more  than  510,000,  i.e.,  who  were  active  in  fee  practice, 
equal  to  .042  per  1,000  population  and  constituring  4.2 
percent  of  the  total  number  of  all  active  physicians,  i.e., 
those  who  received  more  than  510,000  during  the  year. 
The  43  psychiatrists  received  an  average  payment  of 
S45.850  in  1973. 

The  fees  paid  for  salient  psychiatric  services,  as  of 
1974,  were  as  follows: 

Type  of  service  Fee 

Office  visits 

Complete  history  and  psychiatric  examination : 

Adult  S21.40 

Child  25.70 

Subsequent  visit  6.00 
Hospital  care 

Complete  history  and  examination— same  as  above 

Subsequent  care:  1st  and  2nd  week,  per  day  5.15 

3rd  and  4th  week,  per  day  4.30 

Psychotherapy 

Individual  per  full  15-minute  period  (minimum 

duration  '.i  hour,  maximum  duration  I'/j  hours)  7.10 

Group  (2  or  more  patients,  maximum  8  patients) 

per  full  15-minute  period  for  the  group-minimum 

duration  Vi  hour,  maximum  duration  1 '/,  hours  10.05 

Consultation 

Adult  25.70 

Child  34  30 


During  there  were  .»io.k.o  services  (cacti  tun  is 
minutes  of  psychotherapy  counted  as  a  service,  so  that  a 
full  hour  would  be  counted  as  lour  services)  rendered  by 
physicians  registered  as  specialists  in  psychiatry.  I  he- 
total  cost  of  these  services  was  52,196,647,  or  S2.I4  per 
covered  person.  Of  the  total  cost.  92.1  percent  was  for 
unreferred  and  7.9  percent  for  referred  services. 

There  were  (if  the  statistics  given  are  interpreted 
correctly)  24.576  different  patients  cared  for  by  psychia- 
trists during  the  year,  so  that  the  average  cost  per  patient 
was  589.40.  (The  number  of  services  and  the  cost  ol 
services  include  a  relatively  small  number  ol  services  not 
of  a  psychiatric  nature  (e.g..  anesthesia,  surgery.  X  rays, 
radium)  performed  by  psychiatrists  mainly  on  referral 
from  other  physicians. 

From  the  above  it  may  be  calculated  that  the  total 
number  of  services  performed  by  psychiatrists  was  3.8 
percent  of  the  total  number  of  medical  services  under  the 
program,  and  the  cost  was  3.7  percent  of  the  total  for  all 
medical  services. 

The  above  data  refer  to  the  services  and  cost  thereof 
rendered  by  psychiatrists.  Data  for  1972  are  available  on 
utilization  of  services  by  major  diagnostic  groups.  (This 
would  include  the  services  rendered  by  nonpsychiatrists 
and  exclude  the  nonpsychiatric  services  rendered  by 
psychiatrists.)  In  1972,  373,305  services  for  "mental- 
psycho"  diagnoses  were  rendered,  with  a  total  cost  or 
value  of  52.863.629. 16- 17  The  number  of  services  was 
equal  to  368  per  1,000  population  and  the  cost  was  equal 
to  52.81  per  covered  person.  (The  number  of  services  is 
not  comparable  with  that  for  1973,  since  in  1972  an  hour 
of  psychotherapy  was  counted  as  one  service,  but  since 
February  1,  1973,  would  be  counted  as  four  services.) 
The  total  value  of  services  rendered  by  psychiatrists  in 
1972  was  51,767,719.  The  difference  between  52.863,629 
and  SI, 767, 7 19  represents  mainly  the  value  of  psycho- 
therapy or  other  services  rendered  for  mental  condi- 
tions by  general  practitioners. 

The  above  data  for  1973  or  1972  do  not  include 
services  (or  value  of  services)  provided  by  salaried 
physicians  in  provincially  owned  and  operated  mental 
hospitals  or  clinics. 

Ontario 

The  province's  medical  insurance  program  began 
operation  in  1969.  In  1972  the  hospital  and  medical 
insurance  plans  became  a  single  plan  administered  by  the 
Ontario  Health  Insurance  Plan.  The  program  covered 
8.226.720  persons  as  of  March  31.  1973. 


"Annual  Report  for  the  Department  of  Pithlu  Health.  April  I. 
1972- March  SI.  197}.  Province  of  Saskatchewan,  p.  72. 

"Letter  from  C.  M.  Smith.  M.D..  June  18.  1974 

"Annual  Report  197}.  Manitoba  Health  Services  CommisMon 

"•Statistical  Supplement  to  the  Annual  Report  of  the  Manitoba  Health 

Services  Commission  lor  the  Year  197: 

''Similar  data  are  not  vet  available  for  1971 
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Total  payments  under  the  plan  lor  medical  services 
during  the  fiscal  year  April  I.  1972  March  31,  1973. 
were  S45 1 .89 1 .0X4  by  month  of  service*,  equal  to  S55.54 
per  person  covered."1 

Psychiatric  services  rendered  during  the  same  period 
and  the  amount  paid  for  such  services,  as  well  as  the 
Ontario  Medical  Association  fee  for  each  type  of 
service,  are  shown  in  Table  5.N 

It  will  be  seen  that  the  total  number  of  psychiatric 
services  rendered  during  this  period  was  2.5 18.556.  equal 
to  327.0  services  per  1,000  participants.  Total  payments 
for  these  services  amounted  to  S25.924.015.  equal  to 
S3. 15  per  participant  and  5.4  percent  of  total  payments 
for  all  medical  services. 

Of  the  total  psychiatric  services,  30.7  percent  were 
rendered  by  general  practitioners,  64.4  percent  by 
psychiatrists,  and  4.9  percent  by  other  physicians.  Of  the 
total  payments  for  psychiatric  services,  27.8  percent  went 
to  general  practitioners,  68.4  percent  to  psychiatrists, 
and  3.7  percent  to  other  physicians. 

The  fees  paid  to  psychiatrists  and  general  practition- 
ers for  psychiatric  services  during  the  period  April  1, 
1972-March  31,  1973,  are  shown  in  the  table.  An  overall 
fee  increase  of  7-3/4  percent  became  effective  May  I, 
1974.  The  percentage  increase  varied  among  specialty 
groups— some  specialties  had  more  than  a  7-3  4  percent 
increase,  some  less. 

Quebec 

This  plan  has  been  in  operation  since  January  6,  1971. 
It  covers  all  residents  of  the  province  and  is  financed  by 
general  taxation  and  federal  assistance.  It  is  adminis- 
tered by  the  Quebec  Health  Insurance  Board.  The  total 
population  covered  as  of  June  1,  1973,  was  6.081,476. 

The  total  number  of  psychiatric  services  (visits  in  the 
office,  home,  and  hospital,  consultations  and  treatments 
peculiar  to  the  specialty)  provided  during  1973  (and  paid 
for  by  March  31,  1974)  was  919,547,  or  2.4  percent  of  the 
total  of  all  medical  services  (38. 188,423). 20  The  total  cost 
of  psychiatric  services  was  S  14.41 1,480— equal  to  4.3 
percent  of  the  total  cost  of  all  medical  services 
(5334,798,961).  The  number  of  psychiatric  services  was 
151  per  1.000  population,  compared  with  6.278  for  all 
medical  services,  and  the  cost  was  S2.37  per  covered 
person,  compared  with  S55.05  for  all  medical  services.21 

iJData  from  Annual  Report  1972  of  the  Ontario  Ministn.  of  Health. 
Payments  by  month  of  payment  amounted  to  S50K.578.51c-  SfO  4" 
per  capita  Data  by  month  of  service  are  used  since  the  data  for 
psychiatric  services  are  on  that  basis.  Medical  payments  are  exclusive 
of  those  for  dental,  optometry,  chiropractic,  osteopathy,  and 
chiropody  services.  The  Report  does  not  give  data  on  number  ol 
services. 

"Data  specially  developed  by  the  Plan. 

-""All  data  are  from  197}  Annual  Statistics.  Quebec  Health  Insurance 
Board.  1974.  (This  publication  is  the  source  for  Tables  f>  10.) 
-"'Does  not  include  dental  oral  surgery  and  optometry  services. 


The  annual  statistical  report  of  the  program  of  this 
province  is  very  comprehensive  and  detailed.  Some  ol 
the  salient  data  will  be  given. 

Table  6  shows  the  number  and  cost  of  psychiatric  ' 
services  provided  by  physicians  per  1,000  beneficiaries, 
by  age  and  sex.  It  will  be  apparent  that  the  use  of  services 
by  females  was  much  higher  than  by  males  and  that 
utilization  and  cost  were  low  among  children  and 
adolescents,  reached  a  peak  in  the  25-34  age  group,  and 
was  low  among  those  65  and  over. 

The  average  cost  per  psychiatric  service  was  SI 5.67, 
which  reflects  in  part  the  fee  schedule  (see  below),  which 
by  U.S.  standards  seems  relatively  low.  The  variation  in 
the  average  cost  per  service  by  age  and  sex  is  shown  in 
Table  7.  There  is  not  much  difference  in  the  average  cost 
per  service  as  between  males  and  femaies.  The  cost  is 
lowest,  in  general,  among  children,  gradually  increases 
with  age,  and  is  highest  in  the  25-34  age  group. 

Of  all  psychiatric  services,  29  percent  were  rendered 
by  general  practitioners  and  71  percent  by  medical 
specialists,  mainly,  of  course,  psychiatrists  (see  Table  8). 
The  analogous  proportions  of  the  cost  of  services  were 
27.4  percent  and  72.6  percent,  respectively.  Approxi- 
mately 96  percent  of  the  number  of  services  and  their 
cost  rendered  by  specialists  were  rendered  by  medical  (as 
contrasted  with  surgical)  specialists. 

Table  9  shows  the  distribution  of  the  services 
rendered  by  psychiatrists  and  the  cost  of  these  services 
according  to  type  of  service.  In  interpreting  this  table 
and  comparing  it  with  Table  8,  it  is  evident  that  a  small 
proportion  of  the  services  of  psychiatrists  are  in  fields 
other  than  that  of  their  specialty. 

Table  10  shows  the  distribution  of  psychiatrists 
according  to  amount  of  payment  received  under  the 
program  in  1973.  It  may  be  presumed  that  the 
psychiatrists  receiving  small  amounts  of  payments— less 
than  S  10.000— were  only  partially  active  or  were  mainly 
occupied  in  providing  service  on  a  salaried  basis  in  the 
province's  mental  hospitals  and  clinics  and  were  treating 
only  a  relatively  few  patients  on  a  fee  basis  in  private 
practice. 

The  fee  schedule  for  psychiatry  appears  to  be 
relatively  low  in  comparison  with  fees  commonly 
charged  in  the  United  States.  The  fees  paid  for  certain 
salient  services  are  as  follows: 


Type  of  service  Fee 


Ordinary  consultation  S22.00 

Major  consultation  (adult)  30.00 
Office  visits: 

Ordinary  examination  5. 00 

Complete  evaluation  20.00 

Psychoanalysis  (50  minutes)  25.00 
Individual  psychotherapy: 

30  minutes  12. 00 

50  minutes  18.00 
Family  psychotherapy  (2  persons  or  more-50  minutes)  20.00 
Group  psychotherapy  (4  persons  or  more-50  minutes) 

per  person,  a  maximum  ol  S30  per  hour  4.50 

In-hospital  visits,  ordinary,  per  day  3.50 

Electroshock  therapy,  per  treatment  13.00 


672 


II 
H 

h 


tPtf 

Pi 

ma 
mm 

lllsl-H 
ii  ■iti 


mm  m*  %  wm 


S,  ,  S  ,  "8 

lifliill 

mill! 
i  "I'll 

8!*S=S|| 


Pll| 

mil 


5    ,,|!  5 


ill 


Ills!  ii 

m  hi 

i-illi  II 


IPI| 

iiiiitii 


<o  d     d  ra 


I 


ii  mini  I 


cm  Ira 

I|IPP| 

-gsa-ss  ,|| 


iiftp    inn  11  mum 


II  ,:,  I 


f , 

!  I* 

n 


if 


673 


g  °  ,;g 

398,410 
24,105 
83,875 

17.342 
523.732 
251.720 

968.489 

62.673 

60.818 

32.299 
1  55.  /'JO 

57,294 
10.600.391 
220.106 
366.314 
1,303,404 
12.637.509 

54,022 
199 
11,221 

207 
65,648 
443.130 
1.732 

17,736,238 

456 
63.933 
1,067 
2,353 
4,616 
72,425 

6,485,356 
46,121 
452,839 

15,393 
6.999,711 
131.523 
10 

7,219.288 

0.391 

0.356 

0.191 
0.938 

mm 

0.001 
0.000 

"o.ooT 

mm 

m  in  i 

1  !  S3 

mil 

III  ill  1 

I  !  I! 

mm 

81.818 
5.042 
10.111 

0.168 
97.139 
2.231 
0.000 

100.425 

I  5  15 

4,773 
894,186 
89.857 
75,645 
98.539 
1,163,000 

HI  |i8  j 

38,938 
20,815 
14,458 

1,478 
75,689 
29,481 

122,857 

1 1  ?:s 

4,717 
875.090 
88.970 
74.390 
97.548 
1,140,707 

2    £  -|S 

630,000 
38.824 
77,861 

1,301 
747,992 
17,183 
2 

773.374 

I   I  1 

§pij 

m  a  p 

I 


I 

Procedures 

Consultation  on  bel 
disturbed  child- 

! 

1 
1 

■'•ill  i 

y'l,  ■ 

674 


TABLE  6 

Number  and  Cost  of  Psychiatric  Services 
per  1,000  Beneficiaries,  by  Age  and  Sex,  1973 


Age 

Mi 

lie 

Ferr 

ale 

Total 

Number 

Cost 

Number 

Cost 

Numbe 

r  Cost 

0-1 

4 

S45 

3 

S45 

3 

S45 

1-4 

10 

120 

6 

84 

8 

103 

5-9 

27 

396 

17 

225 

22 

313 

10-14 

36 

551 

25 

373 

30 

464 

15-24 

96 

1.435 

154 

2.549 

125 

1.987 

25-34 

190 

3,160 

373 

6.379 

281 

4,770 

35-44 

180 

2.871 

361 

5,834 

270 

4.352 

45-54 

164 

2,446 

285 

4,207 

226 

3,345 

55-64 

144 

2.048 

215 

2.957 

181 

2.521 

65+ 

83 

1.092 

127 

1.633 

108 

1.401 

Total 

110 

S1.700 

191 

S3.030 

151 

S2.370 

TABLE  8 

Distribution  of  Psychiatric  Services 
and  Costs  by  Type  of  Practitioners 


Servi 

ces 

Cost 

Number 

Percent 

Amount 

Percent 

All  physicians 

919.457 

100.0 

$14,411,480 

100.0 

General  practitioners 

266.982 

29.0 

3.952.071 

27.4 

Medical  specialists 

652.475 

71.0 

10,459.409 

72.6 

Medical  specialists 

652.475 

100.0 

10.459.409 

100.0 

Surgical  specialties 

9,440 

1.4 

123.736 

1.2 

Medical  specialties 

623.712 

95.6 

10.041.441 

96.0 

Laboratory  specialties 

19.257 

3.0 

293.740 

2.8 

Radiology  specialties 

66 

a 

492 

a 

Less  than  one  tenth  of  one  percent. 


The  cost  of  psychiatric  services  has  increased  since  the 
initial  year  and  the  cost  in  relation  to  that  for  all  types  of 
medical  services  has  also  increased,  as  shown  by  the 
figures-  below: 


Cost  of  Cost  of  Percent 

psychiatric  all  medical  psychiatric 

Year  services  services  to  total 


1971  S9.901.267  S273.598.386  3.6  . 

1972  12,136,798  301,473.503  4.0 

1973  14.411,480  334.798,961  4.3 


The  reader  is  reminded  that  the  above  statistics  relate 
only  to  services  provided  under  the  plan  and  do  not 
include  the  services  or  cost  of  services  provided  by 
salaried  personnel  in  the  province's  mental  hospitals  and 
community  mental  health  clinics. 

Quebec  had  506  psychiatrists  in  private  practice,  i.e.. 
who  received  payments  under  the  program,  equal  to  8.3 
per  100.000  population.  Total  physicians  rendering 

-1973  Annual  Statistics.  Quebec  Health  Insurance  Board.  1974.  Table 
Hp^t. 


TABLE  7 

Average  Cost  of  Psychiatric  Service 
(Cost  per  Service),  by  Age  and  Sex,  1973 


Age 

Male 

Female 

Total 

0-1 

S10.99 

S16.57 

S13.17 

1-4 

11.85 

13.31 

12.39 

5-9 

14.53 

13.14 

14.01 

10-14 

15.27 

15.12 

15.21 

15-24 

14.94 

16.53 

15.91 

25-34 

16.63 

17.12 

16.95 

35-44 

15.92 

16.17 

16.09 

45-54 

14.87 

14.77 

14.81 

55-64 

14.23 

13.75 

13.93 

65+ 

13.16 

12.83 

12.94 

Total 

15.39 

15.83 

15  67 

service  under  the  plan  numbered  8,216.  of  whom  3,681 
were  general  practitioners  and  4.535  specialists.  Psychia- 
trists constitute  6.2  percent  of  all  physicians  active  under 
the  plan. 

New  Brunswick 

The  Medical  Care  Plan  commenced  operation  on 
January  1,  1971.  The  program  covers  all  residents,  is 
administered  by  the  Medicare  Division  of  the  Depart- 
ment of  Health,  and  is  financed  by  general  taxes  and  the 
federal  contribution.  The  covered  population  during  the 
year  1971,  the  latest  year  for  which  comprehensive  data 
are  available,  was  630,700. 

During  the  year  1971.  1.865.268  services— 2.957  per 
1,000  population — were  provided  under  the  program  by 

TABLE  9 

Distribution  of  Number  of  Services  of 

Psychiatrists  and  the  Cost  of  These 
Services  According  to  Type  of  Service 


Type  of 
service 

Servic 
Number 

Per- 
cent 

Cost 

Per- 
cent 

Average 
cost  per 
service 

Office  visits 

17,270 

2.6 

S97.407 

1.0 

S5.64 

Home  visits 

188 

1,767 

9.40 

Institutions 

32.564 

5.0 

126.385 

1.3 

3.88 

Total  visits 

50.022 

7.7 

225.559 

2.3 

4.51 

Consultations 

320 

6.664 

0.1 

20.83 

Diagnostic  and 

therapeutic 

procedures 

15,528 

2.4 

59.133 

0.6 

3.81 

Surgical 

procedures 

184 

a 

1.421 

a 

7.72 

Other0 

587,109 

89.9 

9.480,453 

97.0 

16.15 

Total 

653.163 

100.0 

S9, 773. 230 

100.0 

S14.96 

a  Less  than  one  tenth  of  one  percent. 

°lncludes  psychotherapy  and  other  services  peculiar  to  psychiatry. 
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TABLE  10 

Distribution  of  Psychiatrists  According  to 
Amount  of  Payment  Under  the  Plan,  1973 


Amount  of  payment 

Number 

Percent 

S4.000-  9^999 

108 

21.3 

$10,000-  19,999 

126 

24.9 

$20,000-  29.999 

68 

13.4 

$30,000-  39,999 

38 

7.5 

S40.000-  49,999 

27 

5.3 

$50,000-  59.999 

28 

5.5 

$60,000-  69,999 

9 

1.8 

$70,000-  79.999 

4 

0.8 

$80,000-  89.999 

2 

0.4 

$90,000-  99,999 

1 

0.2 

$100,000-109,999 

0 

$110,000-119,999 

0.2 

$120,000  and  over 

0 

Total 

506 

100.0 

physicians  who  received  fee  payments  for  their  services, 
at  a  total  cost  (fee  payments)  of  S20.002.025.  or  S3 1.71 
per  covered  person.-' 

During  1971.  13.646  services  were  performed  by 
psychiatrists  in  New  Brunswick,  who  received  fee-for- 
service  payments— 21.6  services  per  1.000  covered 
population — and  for  which  they  received  payment  of 
$222,069 — $.35  per  covered  person.  These  payments 
were  1.1  percent  of  aggregate  payments  to  all  New 
Brunswick  physicians.24 

In  1971,  $46,393  were  paid  to  general  practitioners  for 
4,91°  psychiatric  services  (psychotherapy  only).-  (In 
1972  this  increased  to  S82.447  for  7,958  services.)  Hence, 
in  1971,  the  total  psychiatric  services  paid  for  on  a  fee 
basis  numbered  29.4  per  1,000  population  and  the  total 
cost  amounted  to  S.43  per  covered  person,  equal, 
respectively,  to  1.0  percent  of  the  total  number  of 
services  and  1.3  percent  of  total  fee  payments  under  the 
program.  In  addition,  the  program  in  1971  paid  S48.050 
to  psychiatrists  for  their  work  in  mental  health  clinics 
and  in  residency  training  programs,  bringing  total 
outlays  for  psychiatric  services  in  1971  to  S.50  per 
covered  person.  These  figures  exclude  salary  payments 
to  physicians  employed  by  the  provincial  government  in 
its  mental  health  clinics  and  hospitals. 

During  1971  the  number  of  different  persons  who 
received  some  service  from  psychiatrists  was  2.274.  The 
number  of  services  per  patient  was  4.92  and  the  average 
cost  per  patient  was  S80.05. 


-Wen  Brunswick  Medicare  Annual  Report  1971-':  c.J  Statistical 
Supplement  1971. 

"These  data  include  onl>  services  provided  by  physician*  Residing  in 
the  province:  a  small  number  of  sen  ices  arc  provided  b> '-phvsicians 
residing  outside  Ihe  province. 

"Data  provided  in  a  letter  dated  June  27.  1974.  from  D  A  Bene. 
Director  til  Medicare. 


Table  1 1  shows  services  rendered  hy  psychiatrists 
receiving  fee  payments,  and  the  cost  of  such  services,  by 
type  of  service. 

The  salient  items  in  the  fee  schedule  lor  specialists  in 
psychiatry  (as  of  February  1,  1972)  were  as  follows: 

Item  Fee" 

Referred  cases: 

Consultation  at  home,  office,  or  hospital  Ito 

include  written  report)  S30  00 
First  visit  with  complete  examination,  including 

psychiatric  evaluation  30.00 

Subsequent  visits  5.00 

Nonreferred  cases: 

First  office  visit  with  complete  examination  15.00 

Subsequent  visits  5.00 

Psychotherapy,  irrespective  of  site,  per  '/j  hour  15.00 

Nova  Scotia 

The  program  began  operation  in  1970.  It  is  adminis- 
tered by  the  Medical  Care  Insurance  Commission.  The 
program  covered  all  residents  of  the  province — 776,000 
persons— during  the  year  ending  March  31,  1972,  the 
latest  period  for  which  data  are  available. 

During  that  year  the  program  paid  for  4,137.654 
services  rendered  on  a  fee  basis  by  physicians,  at  a  total 
cost  (payment  to  physicians)  of  S3 1,032, 133.  The 
number  of  services  equaled  5,332  per  1,000  population 
and  the  cost  represented  $39.99  per  covered  person.27 

Psychiatric  services  paid  for  on  a  fee  basis  numbered 
42,370 — 1.0  percent  of  all  services,  and  the  cost  of  these 
services  was  S434.36 1  —  1.4  percent  of  the  total  for  all 
services.  These  figures  are  exclusive  of  services  rendered 


^Medicare  paid  87  percent  of  the  above  fees. 

^Annual  Report  of  the  Medical  Care  Insurance  Commission  for  the 
Year  Ended  March  31.  1972.  Province  of  Nova  Scotia. 

TABLE  11 

Total  Cost  of  Psychiatric  Services  by  Type 
of  Service  and  Frequency,  All  Psychiatrists,  1971 


Frequency  Cost 


Type  of  service 

Number 

Percent 

Amount 

Percent 

Consultations 

1.743 

12.8 

S43.484 

19.6 

Complete  exam 

834 

6.1 

18,783 

8.5 

Office  visit  and 

regional  exam 

324 

2.4 

1,464 

0.7 

Hospital  visit 

2,529 

18.5 

34,042 

15.3 

Home,  emergency. 

nursing  home  visit 

21 

0.2 

156 

0.1 

Diagnostic,  therapeutic 

procedure1 

79 

0.6 

3.700 

1.7 

Psychotherapy 

8,059 

59.1 

120,301 

54.2 

Others 

57 

0.4 

139 

0.1 

Total 

1 3,646 

100.0 

S222.069 

100.0 

^Includes  subcorna  insulin,  coma  insulin,  lobotomy  workup,  and 

narcoanalysis, 
includes  electroconvulsive  therapy. 
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by  and  payments  to  salaried  physicians.  Psychiatric 
services  numbered  55  per  1,000  population  and  pay- 
ments for  them  represented  S.56  per  covered  person. 

However,  the  annual  report  also  states  that  in  the 
fiscal  year  ending  March  31.  1972.  the  program  paid 
$580,912  to  43  psychiatrists,  an  amount  equal  to  S.75  per 
covered  person  and  1.8  percent  of  total  payments  under 
the  program.  The  difference  between  the  5580,912  and 
$434,361  mentioned  above  may  represent  salaried 
payments  to  physicians.  (The  program  made  total 
payments  for  salaried  physician  services  of  51,954.000.) 
Apparently  the  figures  stated  above  do  not  include  any 
payments  to  general  practitioners  for  psychotherapy 
services. 

The  total  number  of  physicians  who  received  fee 
payments  in  1971-72  was  941.  The  number  of  specialists 
in  psychiatry  who  received  fee  payments  was  43.  The 
distribution  of  these  by  fee  payments  was  as  follows: 

Fee  paid  Number  of  psychiatrists 

Under  $2,000  7 

S2.000-  9,999  "16 

SI  0,000-1 4,999  5 

S15,000-19.999  4 

520,000-24,999  1 

S25.000-29.999  4 

S30.000-49.999  5 

$50,000-59.999  J_ 

Total  43 


Newfoundland 

This  program  began  operation  in  1 969.  It  covers  all 
residents,  is  financed  by  the  federal  contribution  and 
general  taxes,  and  is  administered  by  the  Newfoundland 
Medical  Care  Commission.  The  covered  population  in 
1 972-73  was  534,000.  About  half  of  the  population 
receives  "'front-line"  services  from  general  practitioners 
in  cottage  hospitals  and  district  practices  on  a  salaried 
basis. 

During  fiscal  year  April  I.  1972-March  31.  1973.  the 
number  of  services  rendered  under  the  program, 
excluding  salaried  services,  was  1.499.0 19. :s  The  total 
payments  under  the  program  amounted  to  S17.0S3.7I2 
or  S3 1.99  per  capita.  These  payments  included 
54,844,048  in  salaries  and  "sessional"  payments,  and 
5240,238  in  fee  payments  for  dental  surgery. 

There  were  14  psychiatrists  during  the  year  who 
received  fee  payments  of  S599.064  (SI. 12  per  capita).  In 
addition,  salaried  or  other  payments  of  51,264  were 
made  to  these  psychiatrists,  and  salaried  payments  were 
made  to  psychiatrists  at  provincial  mental  hospitals  in 
the  amount  of  S582.245,  for  a  total  psychiatric  cost  of 
$1,182,573  or  $2.21  per  capita. 

^  Annual  Report — 1972-73.  Newfoundland  Medical  Care  Commis- 
sion. 
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Dr.  Patterson.  Continuing  with  my  statement.  That  is,  the  majority 
of  health  insurance  plans  now  provide  inpatient  service,  and  clearly 
the  U.S.  health  insurance  market  at  large  demands  an  inpatient  benefit. 

Second,  individual  States  are  already  legislatively  mandating  inpa- 
tient mental  health  services  in  health  insurance  policies.  For  example, 
Senator  Kennedy,  your  own  State,  Massachusetts,  mandates  60  hos- 
pital-days in  group  health  insurance,  and  Connecticut  mandates  30 
hospital-days  m  its  State  HMO-enabling  legislation.  HMO's,  as  well 
as  private  insurance  carriers,  fall  under  this  requirement. 

Third,  HMO's  maintain  they  can  offer  the  same  benefits  as  insurance 
companies  but  at  a  significantly  lower  price.  In  our  view  it  is  just  as 
competitively  advantageous  to  offer  more  benefits  at  the  same  price, 
and  we  feel  that  this  additional  benefit  should  be  an  inpatient  mental 
health  benefit. 

Fourth  and  finally,  the  cost  of  such  a  benefit  properly  administered 
is  nominal.  As  an  example,  and  here  I  am  speaking  for  the  Group 
Health  Association  of  Washington,  GHA  was  the  first  to  provide 
inpatient  and  outpatient  mental  health  services  as  part  of  the  basic 
benefit  package.  We  are  still  the  largest  HMO  providing  comprehen- 
sive mental  health  services  as  a  part  of  the  basic  benefit  to  100,000 
members.  By  January  1,  1977,  we  plan  to  provide  alcoholism  treat- 
ment, including  detoxification,  as  a  basic  benefit  to  all  our  members. 
Our  comprehensive  mental  health  program  includes  inpatient  care  up 
to  30  days,  20  individual  or  40  group  psychotherapy  visits,  partial 
hospitalization,  24-hour  emergency  service,  and  an  active  consultation 
and  education  program,  particularly  working  with  our  primary  care 
physicians. 

We  have  just  completed  a  cost  analysis  for  the  year  1975.  The  pres- 
ent cost  of  these  services  including  administration  and  other  overhead 
expenses  is  80  cents  per  member  per  month.  Cost  of  patient  benefit  is 
17  cents  per  member  per  month,  and  our  hospitalization  represents 
only  1.5  percent,  iy2  percent,  of  GHA's  total  hospital  expense.  Even 
with  the  addition  of  alcoholism  treatment  services,  including  detoxifi- 
cation, we  still  feel  we  can  keep  total  costs  to  under  $1  per  member 
per  month.  Our  current  cost  per  treatment  encounter  is  $20,  which 
compares  quite  favorably  to  both  public,  and  other  private,  treatment 
resources. 

In  summary,  we  in  the  APA  do  not  feel  that  requiring  HMO's  to 
provide  inpatient  mental  health  services  as  a  part  of  the  basic  health 
service  package  puts  the  HMO  at  competitive  disadvantage  or  at  risk 
of  insolvency.  We  strongly  recommend  their  inclusion. 

We  also  favor  inclusion  of  alcoholism  treatment  services  in  the  basic 
benefit  package.  The  cost  of  providing  this  service  is  not  excessive. 
It  is  my  personal  opinion  that  alcoholism  is  a  much  more  treatable 
disease  than  once  thought,  and  its  treatment  and  prevention  impacts 
quickly  and  visibly  on  reducing  membership  morbidity  and  mortality. 
This  reduction  more  than  pays  for  the  cost  of  the  program. 

We  welcome  the  opportunity  to  work  with  you  to  develop  appropri- 
ate language  in  implementing  our  proposal,  should  this  committee 
so  recommend.  I  would  be  happy  to  answer  any  questions  you  might 
have. 

Senator  Kennedy.  Have  you  met  with  these  other  groups  concern- 
ing figures  and  statistics?  You  heard  me  ask  the  representatives  of 
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the  AFL-CIO  about  the  cost,  and  they  mentioned,  as  I  understood, 
that  it  was  not  so  much  existing  costs  but  the  cost  for  developing  new 
programs  in  terms  of  HMO's.  Have  you  gone  with  the  group  that  is 
up  with  the  various  amendments,  spelled  out  your  various  statistics, 
and  challenged  them  on  theirs? 
Dr.  Patterson.  Not  at  this  point. 

Senator  Kennedy.  Do  you  not  think  it  would  be  worth  while  doing? 

Dr.  Patterson.  Yes ;  I  'do. 

Senator  Kennedy.  Why  do  you  not  do  it? 

Dr.  Patterson.  I  came  late  to  the  effort,  to  the  American  Psychi- 
atric Association  which  contacted  me  recently,  and  I  think  the  Ameri- 
can Psychiatric  Association  is  quite  willing  and  quite  interested  in 
pursuing  this. 

Senator  Kennedy.  I  think  it  would  be  very  worth  while.  One  group 
says  it  cost  this  amount,  and  you  have  a  different  cost.  We  are  trying 
to  look  at  the  various  studies  and  do  an  evaluation. 

They  also  talk  about  the  elimination  of  the  preventive  dental  serv- 
ices, and  home  health.  Why  should  we  not  include  those  if  we  are 
going  to  continue  including  vours  ?  What  is  your  position  on  that  ? 

Dr.  Patterson.  I  think  if  there  is  a  reasonable  position  relating  to 
what  should  be  required  in  basic  benefit  package.  I  think  it  is  my  per- 
sonal view  that  the  standard  of  the  community  ought  to  be  the  bench- 
mark in  terms  of  what  is  required  of  private  insurers  within  the  com- 
munity versus  the  concept  of  what  the  physician  is  required  to  do  in 
terms  of  its  practice  as  compared  to  the  standard  in  the  community. 
I  think  that  the  standard  of  the  community,  now  certainly  substanti- 
ated by  these  studies  and  others,  is  that  inpatient  mental  health  service 
is  required  by  the  standard  of  the  community  across  the  country. 

Senator  Kennedy.  More  so  than  dental,  preventive  dental  care  for 
children? 

Dr.  Patterson.  Yes,  sir.  Standard  in  terms  of  what  is  insured  now. 

Senator  Kennedy.  But  not  necessarily  in  terms  of  need  ? 

Dr.  Patterson.  Definitely  not.  I  think  that  certainly  that  distinction 
is  certainly  one  that  should  be  pointed  out,  that  there  is  a  difference 
between  our  position  relating  to  what  the  need  is,  and  certainly  we  are 
making  clear  that  the  mental  health  benefit  that  would  be  mandated 
in  an  HMO  is  not  the  full  mental  health  benefit  that  ought  to  be 
mandated  in  a  more  comprehensive  national  health  insurance  proposal. 

Senator  Kennedy.  I  would  suggest  that  you  get  together  with  the 
group  and  also  submit  whatever  additional  information  you  have 
with  regard  to  statistics,  both  existing  programs  and  what  cost  is  for 
startup  programs,  and  get  together  with  that  group  that  is  advocating 
the  various  changes  and  work  that  out  with  them  in  terms  of  the  fig- 
ures on  it. 

As  you  know,  I  am  extremely  reluctant  to  see  a  reduction  in  the 
packages,  but  these  things  come  out  in  the  financial  situation.  I  think 
you  have  obviously  developed  a  good  deal  of  material. 

I  think  whatever  you  can  provide  on  that  will  be  very  useful.  I  think 
you  should  get  together  with  that  association.  I  would  be  glad  to  write 
them  and  put  you  together  with  them,  if  you  have  any  difficulty  doing 
it.  I  would  urge  that  you  do  it  and  give  us  the  benefit  of  whatever 
results  you  have. 

We  will  include  that  as  part  of  the  record. 

Dr.  Patterson.  Thank  you. 
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[Information  referred  to  may  be  found  in  the  files  of  the  subcom- 
mittee.] 

Senator  Kennedy.  I  want  to  thank  you  for  your  appearance  here. 
Dr.  Patterson.  You  are  welcome. 

Senator  Kennedy.  The  subcommittee  stands  in  adjournment. 
[Whereupon,  at  11 :50  a.m.,  the  subcommittee  adjourned.] 
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